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Request for Innocent Spouse Relief (And Allocation of Liability
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T.D. 8776, 1998-33 I.R.B. 6, relating to U.S. taxpayers op-
erating, investing, or otherwise conducting business in the
currencies of certain European countries that are replacing
their national currencies with a single, multinational currency
called the euro, is corrected.
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The IRS Mission

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to adminis-
ter the Internal Revenue Code. Tax policy for raising revenue
is determined by Congress.

With this in mind, it is the duty of the Service to carry out that
policy by correctly applying the laws enacted by Congress;
to determine the reasonable meaning of various Code provi-
sions in light of the Congressional purpose in enacting them;
and to perform this work in a fair and impartial manner, with
neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the Code. It
is the responsibility of each person in the Service, charged
with the duty of interpreting the law, to try to find the true
meaning of the statutory provision and not to adopt a
strained construction in the belief that he or she is “protect-
ing the revenue.” The revenue is properly protected only
when we ascertain and apply the true meaning of the statute.

and by applying the tax law with integrity and fairness to
all.

The Service also has the responsibility of applying and
administering the law in a reasonable, practical manner.
Issues should only be raised by examining officers when
they have merit, never arbitrarily or for trading purposes.
At the same time, the examining officer should never hesi-
tate to raise a meritorious issue. It is also important that
care be exercised not to raise an issue or to ask a court to
adopt a position inconsistent with an established Service
position.

Administration should be both reasonable and vigorous. It
should be conducted with as little delay as possible and
with great courtesy and considerateness. It should never
try to overreach, and should be reasonable within the
bounds of law and sound administration. It should, howev-
er, be vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax devices and
fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents of a permanent nature are consoli-
dated semiannually into Cumulative Bulletins, which are sold
on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury's Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemaking
and the disbarment and suspension list included in this part,
none of these announcements are consolidated in the Cumu-
lative Bulletins.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 863.—Special Rules for Applicability Date. These regulations possession and sold in the United States.
Determining Source apply to taxable years beginning on oThese regulations also contain rules under
after November 13, 1998. section 936 to source income of a tax-
26 CFR 1.863-3: Allocation and apportionment of payer from the sale in the United States of
income from certain sales of inventory. FOR FURTHER INFORMATION CON- property purchased from a corporation
TACT: Anne Shelburne, (202) 874-1303hat has an election under section 936 in
T.D. 8786 (not a toll-free number). effect.

On October 10, 1997, proposed regula-
tions [REG—-251985-96] were published
Paperwork Reduction Act in the Federal Register(62 F.R. 52953).

Having considered the comments, the IRS

The collection of information con- and the Treasury Department adopt the
Source of Income From Sales of  tained in this final regulation has been reproposed regulations without significant
Inventory Partly From Sources viewed and approved by the Office ochange in this Treasury decision.

DEPARTMENT OF THE TREASURY  SUPPLEMENTARY INFORMATION:
Internal Revenue Service
26 CFR Parts 1 and 602

Within a Possession of the Management and Budget in accordance
United States: Also, Source of with the requirements of the Paperworlexplanation of Provisions
Income Derived From Certain Reduction Act of 1995 (44 U.S.C., " 00 Partly From Sources Within a
Purchases From a Corporatlon 3507(d)) under Contl’O_l I’Iumbe.r 1545— Possession
Electing Section 936 1556. Responses to this collection of in-
formation are mandatory. Section 863 authorizes the Secretary to
AGENCY: Internal Revenue Service Anagency may not conduct or sponsogromulgate regulations allocating or ap-
(IRS), Treasury. and a person is not required to respond tgortioning, to sources within or without
a collection of information unless the colthe United States, all items of gross in-
ACTION: Final regulations. lection of information displays a valid come, expenses, losses, and deductions
control number. other than those items specified in sec-

SUMMARY: This document contains  The estimated average annual burdefbns 861(a) and 862(a).

final regulations under section 863 govper respondent is approximately 2.5 Guidance in these regulations to deter-
grning the source of jncome frgm sales gfoyrs, mine the source of possession income
inventory produced in the United States comments concerning the accuracy afinder section 863 concerns two types of
and sold in a possession of the Uniteghis purden estimate and suggestions fefansactions: transactions described in
Sta_tes or prOduced Ina pqsseSSIOH Of ﬁﬂ@ducmg this burden should be sent to t%ction 863(b)(2) for property produced
United States and sold in the Uniteqpieral Revenue Service Attn: IRS i the United States and sold in a posses-
States; final regulations under sectioeports Clearance Officer, OP:FS:FRyjon (or vice versa), and transactions de-
863 governing the source of income rOMyashington, DC 20224, and thfice of  seribed in section éGB(b)(3) for property
sales of inventory purchased in a possegranagement and BudgetAttn: Desk purchased in a possession and sold in the
sion of the United States and sold in thytficer for the Department of Treasury,united States (collectively, Section 863

United States; and final regulations undepice of Information and Regulatory Af- possession Sales)
section 936 governing the source of iNairs Washington, DC 20503. :
come of a taxpayer from the sale in the g4us or records relating to a collecd. Methods for allocating or
United States of property purchased from,, of information must be retained as apportioning gross income from
a corporation that has an election und%ng as their contents may become mater- Section 863 Possession Sales

section 936 in effect. This document afl'al in the administration of any internal

fects persons Who.proﬁuce (indwgole Ofevenue law. Generally, tax returns and Property produced and sold
in gart)” mventory in t_ e Unite q tate?tax return information are confidential, as ynder the final regulations, income
ana Se? I @ possession, or Proctee (%quired by 26 U.S.C. 6103. from sales of inventory produced in the

whole or in part) inventory in a posses- _ i )
sion and sell in the United States, as welackground Umted_States and sold in a possession of
the United States or produced in a posses-

as persons who purchase inventory ina S i - :
possession and sell in the United States, This document contains final regula-sion and sold in the United States (collec-

and also persons who sell in the Unite§ons under section 863 of the Internatively, Possession Production Sales), is al-

States property purchased from a corpdevenue Code (Code), providing rules tocated or apportioned according to one

ration that has a section 936 election igource income from cross-border sales aff three methods.

effect. certain property, where the property is Paragraph (f)(2)(i)(A) of the regula-
manufactured in a possession of thgons makes the 50/50 method the general

DATES: Effective Date. These regula- United States and sold in the Unitedule to allocate gross income from Posses-

tions are effective November 13, 1998. States, or vice versa, or purchased insion Production Sales between production
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activity and business sales activity, so thdént of business sales activity located in ehase Sales). The taxpayer may, how-
the income from each type of activity carmpossession. ever, elect to apply, with consent of the
then be apportioned between U.S. and Under the final regulations, as oppose®istrict Director, the books and records
foreign sources. The taxpayer, howevetp the current regulations, business salesethod.
may elect to apply the independent facactivity is measured by the sum of certain The final regulations apportion the tax-
tory price (IFP) method (described inexpenses, including amounts paid fopayer’s income from Possession Purchase
paragraph (f)(2)(i)(B)), or, with the con-labor, materials, advertising, and marketSales on the basis of a business activity
sent of the District Director, the booksing (but excluding any expenses or otheraction. The portion of this income that
and records method (described in paramounts that are nondeductible under seis-possession source income is determined
graph (H(2)(i)(C)). tion 263A, interest, and research and ddwy multiplying the income by a fraction,
Under the possession 50/50 methodselopment), plus receipts for the sale afhe numerator being the business of the
the final regulations allocate half of thegoods. This formula is intended to reflectaxpayer in the possession, and the de-
taxpayer’s gross income from Possessidfetter the business sales activity productominator being the business of the tax-
Production Sales to production activitying the income by including more of thepayer within the possession and outside
and half to business sales activity. The irfactors responsible for producing that inthe possession. The remaining income is
come is then apportioned between U.Some. Also, cost of goods sold is now exsourced in the United States.
and possession sources based on a prefaded from the business sales activity The business activity fraction is similar
erty fraction and a business sales activititaction apportioning income from Pos-o the business sales activity fraction dis-
fraction. session Production Sales, because suchssed previously, used to apportion the
The final regulations apply the propertycosts generally reflect production activitytaxpayer’s income in Possession Produc-
fraction in §1.863-3(c) to apportion thepyoduction activity is already representetion Sales, except that the fraction applies
half of a taxpayer’s income allocated tQn the formula by the one-half of the tax-only to expenses, cost of goods sold, and
production activity. Thus, income is appayer’s income apportioned according tsales attributable to Possession Purchase
portioned to the United States or to & pogpe |ocation of production assets. Sales. In addition, the business activity
session or to other foreign sources based e final regulations provide explicitfraction apportioning Possession Pur-
on the location of the taxpayer's producgyidance for attributing business sales achase Sales includes amounts paid for
tion assets. Consistent with the changgg;ity hetween the United States and aost of goods sold. Such costs are attrib-
made to the regulations under §1.863g555essi0n. In attributing business saleged to the possession, however, only to
3(c), production assets are defined as taQzyiyity between the United States and the extent the property purchased is man-
gible and intangible assets owned directly ,ssession, expenses are allocated anthctured, produced, grown, or extracted
by the taxpayer that are directly used by, tigned between the United Stateis the possession. Treasury and the Inter-
the taxpayer to produce inventory sold i,y 5 possession based on the rules fial Revenue Service anticipate that if a
Possessmn_ Productl_on Sales. .PrOdUCt'%1.861—8 through 1.861-14T. Grostaxpayer acts in the reasonable belief that
as;ets are mclude_d in the _fractlon _at theé.rales are allocated to the United States tive products were manufactured in the
adjusted tax basis, con3|ster!t with thg possession based on the place of sale.possession, the taxpayer could act on that
changes made to the regulations underThe final regulations make the IFPbasis in preparing its tax return. The busi-
§1_‘|_£:]i3;352)r' half of the taxpayer's gros method (_elective, and thus el_iminate anpess activity fraction reflects the view of
income. allocated to business sales acti%-las aga|-nst taxpayers ghoqsmg to expoftreasury apd the IRS that the purchase
ity, is ap;portioned according to a businesﬁ]rough independent distributors. 'Theule of section 863(b)(3) was intended to
sa’les activity fraction. The portion of thisregulatlons rely upon th_e regul_atlongpply only to purchase and resale transac-
income that is bossession source inco under §1.863-3 for rules in applying thdions wherg the goods purchase(_j are cre-
. : P S . MEP method. ated or derived from the possession.
is determined by multiplying the income ) . . ) . .
: . The final regulations permit taxpayers The final regulations permit taxpayers
by a fraction, the numerator being thef-O re o o o N
business sales activity of the taxpaver i quest permission from the Dlstrlcttq request permission from the District
. y bay irector to use their books and records tBirector to use their books and records to
the possession, and the denominat . L . -
being the business sales activity of th etermine the source of their income. T_hdetermlne the source of their income. The
inal regulations refer to 81.863-3(b)(3) inproposed regulations refer to 81.863—

t ithin th i ) . . .
:i‘gg?]eer ;\)A(l)lsslgssisnpo?ri??eor: a?r?i(:l go?r{;}pplymg the method to Possession Pr@&(b)(3) in applying the method to Posses-

come is sourced in the United States. Aguctlon Sales. sion Purchase Sales.

though some of the business saleg property purchased and sold 2. Determination of source of gross
activity factors not incurred in a posses- income

sion may be incurred in a foreign country, Paragraph (f)(3)(i)(A) makes the busi-

Treasury and the IRS believe that theess activity method the general rule to Under the final regulations, once gross
business sales activity fraction is only inapportion income between the Unitedncome attributable to production activity,
tended to source the business sales actiStates and a possession, from sales béisiness activity, or sales activity has
ity portion of Possession Productiormproperty purchased in a possession armken determined under one of the pre-
Sales outside the United States to the egeld in the United States (Possession Puseribed methods, the source of the gross
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income is determined separately for eac§1.861-17) remains available to such taxand foreign sources, in a statement at-

type of income. The source of gross inpayers. tached to its tax return.
come attributable to production activity ) ] ) ]
(when applying the possession 50/564 Treatment_ of gross income derived 1l. Income Derived From Certa_m
from certain purchases from a Purchases From a Corporation That

method) is determined under paragraph ; Rl e
(c)(1), based on the location of production corporation that has an election in Has an Election in Effect Under

assets. The source of gross income attrib- efféct under section 936 Section 936

utable to sales activity (when applying the e fina| regulations clarify that sec- These regulations clarify that, where a
IFP meth_od or th? books and recordﬁon 863 does not apply to determine théaxpayer purchases a product from a cor-
method) is determined under para_grap%burce of a taxpayer’s gross income dgyoration that has an election in effect
(€)(2), based generally on the 'F’Ca“on %ived from a purchase of inventory from aunder section 936, the source of the tax-
the sale. The source of gross income aKEE)rporation that has an election in effegbayer’s gross income derived from sales
tnbutqble to busmess_ sales activity (Wheﬂnder section 936, if the taxpayer’s inof that product (in whatever form sold) in

applylng the possession 50/50 method) tome from sales of that inventory is takethe United States is U.S. source, if the tax-
determined under paragraph (f)(z)(")(B)into account to determine benefits undgpayer’s income from sales of that product
based on expenses and gross _sales attrél%'ction 936(h)(5)(C) for the section 93@s taken into account to determine benefits
utable to Possession Production Sale

. , orporation. under section 936(h)(5)(C)(i) for the sec-
The source of gross income attributable to tion 936 corporation. The taxpayer's in-

ks Sy o sing s s, Teamarof ers and atvriaion ' 2 St o gt
paragraph (f)(3)(ii), based on expenses, The final regulations rely on the rulegvhether a possession product is a compo-
cost of goods sold, and gross sales attrif? §1.863-3(g) for determining the approf€nt, end-product form, or integrated

' roduct. No inference should be drawn

utable to Possession Purchase Sales. Priate treatment in transactions involvin . i
partnerships. Under those rules, the aé:_oncernlng the treatment of transactions

3. Determination of source of taxable gregate approach applies to a partnef2?velving sales of property purchased
income ship’s production and sales activity fof/O™M @ section 936 corporation entered

; to before the regulations are applicable.
Once the source of gross income is dethO purposes only. First, the aggregaté

. approach applies in determining the char ;
termined under paragrgph (H(2) or (3)a;tper of a Esrtner’s distributiveg share OfSpemaI Analyses
:Z;ESI)éeirr?cg;sg dstnedrglnzr:iasiuzga)%artnership income. Second, the aggre- It has been determined that this Trea-
tAXDAVErS mus:t aIIocatg angc]i ap ortioﬁate approach applies in sourcing incomsury decision is not a significant regula-
undF:ary§§1 8618 throuah 1 861-flp4T haom sales of inventory property that istory action as defined in EO 12866.
: gh ~. (fransferred in-kind from or to a partner-Therefore, a regulatory assessment is not

amounts of expenses, losses and other de- . . o
: P . inegniP- required. It is hereby certified that these
ductions to gross income determine . : .
regulations will not have a significant

ihe ance of amounts of expences, lossas 1" o reporting rues econormic impact on a substantial number
and other deductions allocated and appor- Under paragraph (f)(6)(i) of the final of small entities. This certification is
tioned to gross income determined unddgegulations, a taxpayer must use the so/Rpsed on the fact that the rules of this sec-
the IFP method or the books and record®ethod to determine the source of incomion Principally impact large multination-
method, the taxpayer must apply the rulef§om Possession Production Sales unle§&s who pay foreign taxes on substantial
of §81.861-8 through 1.86114T to allothe taxpayer elects to use the IFP methofp'€ign operations and therefore the rules
cate and apportion these amounts betweeh elects the books and records methoy/!!l impact very few small entities.
gross income from sources within thé=or Possession Purchase Sales, ataxpa(?’«'—:‘?reover' in those few instances where
United States and within a possessiomnust use the business activity metho be rules of this gegtlon impact small e'n.t|-
However, for expenses, losses and othenless the taxpayer elects the books afi§S: the economic impact on such entities
deductions allocated and apportioned ttecords method. The taxpayer makes dn not likely to be &gmﬂgant. Acc.orc'j-
gross income determined under the poslection by using the method on its timely"9!Y: @ regulatory flexibility analysis is
sessions 50/50 method or gross inconfded original tax return. That methodnot required. Pursuant to section 780§(f)
from Possession Purchase Sales detenust be used in later taxable years unle§§ the Intemal Revenue Code, the notice
mined under the business activity methodhe Commissioner or his delegate corf proposed rulemaking preceding these
taxpayers must apportion expenses arsénts to a change. Permission to chanffgdulations was submitted to the Chief
other deductions pro rata based on the rehethods in later years will be granted un= ounsel for Advocacy of the Small Busi-
ative amounts of U.S. and possessioless the change would result in a substaf€SS Administration for comment on its
source gross income. Nevertheless, thial distortion of the source of income.  Impact on small business.

research angl experimental (R&E) ex- A taxpayer must .fuIIy explain -the Drafting Information

pense allocation rules in 81.861-17 applypnethodology used in applying either

to taxpayers using the 50/50 method, sparagraph (f)(2) or (3), and the amount of The principal author of these regula-
that the R&E set aside (described inncome allocated or apportioned to U.Stions is Anne Shelburne, Office of Associ-
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ate Chief Counsel (International). How-payer in a possession and sold within thered income attributable to production ac-
ever, other personnel from the IRS antlnited States (Possession Productiotivity and the source of that income will
Treasury Department participated in theiBales). It also applies to determine thbe determined under the rules of para-
development. source of income derived from the purgraph (f)(2)(ii)(A) of this section. The re-
chase of personal property within a posmaining one-half of such gross income
session of the United States and its saleill be considered income attributable to
within the United States (Possession Pubusiness sales activity and the source of
chase Sales). A taxpayer subject to thihat income will be determined under the

* * % *x %

Adoption of Amendments to the

Regulations paragraph (f) must divide gross incomeules of paragraph (f)(2)(ii)(B) of this sec-
Accordingly, 26 CFR parts 1 and 60%rom Section 863 Possession Sales usitign.
are amended as follows: one of the methods described in either (B) IFP method.In lieu of the posses-
paragraph (f)(2)(i) of this section (in thesion 50/50 method, a taxpayer may elect
PART 1—INCOME TAXES case of Possession Production Sales) tite independent factory price (IFP)

Paragraph 1. The authority citation fOIparagraph (f)(3)(i) of this section (in themethod. Under the_IFP methoq, gross in.-
part 1 is amended by revising the entry fogase of Possession Purchase Sales). Oroene from Possessu_)n Prod_u_ct|on Sales is
“Section 1.863-3", removing the entry for® taxpayer has elected a method, the taal-lo.cz?\ted t(_) production activity or sales
“Sections 1.936—4 through 1.936-7" andaver musF separately apply that _methoalct_lvny_usmg the IFP methoq, as c_ie—
adding entries in numerical order to rea the applicable category of Section 863cribed in paragraph (b)(2) of this section,

ossession Sales in the United States aifican IFP is fairly established under the

as follows: . . . .
Authority: 26 U.S.C. 7805 * * * to those in a possession. The source ailes of paragraph (b)(2) of this section.

Section 1.863-3 also issued under 28/0SS income from eagh type of act?vitySge parfigraphs (H(2)(ii)(A) an.d'(C) of
U.S.C. 863(a) and (b), and 26 U.S. r_nust then be dgtermlne.q undgr eithethis section for ru_les for deter.mmmg the
936(h). =+ paragraph (f)(2)_(||) or (3)(ii) of this sec—source_of gross income attrlb_ut_able to
Section 1.936-4 also issued under 2%on, as approprlate._The source of taxqbtm'oductlon activity and sales activity.
U.S.C. 936(h). income from Section 863 Possession (C) Books and records method tax-
Section 1.936-5 also issued under 2 ales is determined under paragrappayer may elect to allocate gross income
U.S.C. 936(h). )(4) of this section. The t_axpayer musthil_wg th.e books and records method_ de-
Section 1.936-6 also issued under 2%pply the rules for computing gross andcribed in paragraph (b)(3) of this section,
U.S.C. 863(a) and (b), and 26 U.S_Ctaxable income by aggregatinlg all Sectioif. it has receiyeq in gdvance th'e perm!s-
936(h). _863 _Posse§5|on S{:\Ies to which a methaibn of t.he.z.Dlstrlct _Dlrector having audit
Section 1.936—7 also issued under 28 this section applies after separately apesponsibility over its return. See para-
U.S.C. 936(h).*** plying that method to Section 863 Possegpraph (f)(2)(ii) of this section for rules for
Par. 2 Section 1.863-3 is amended %on Sales in the United States and to Sedetermining the source of gross income.
tion 863 Possession Sales in a possession(ii) Determination of source of gross
This section does not apply to determinsacome from production, business sales,
n?e source of a taxpayer’s gross incomand sales activity-(A) Gross income at-
erived from a sale of inventory pur-tributable to production activity.The
chased from a corporation that has asource of gross income from production
election in effect under section 936, if thactivity is determined under the rules of
taxpayer’s income from sales of that inparagraph (c)(1) of this section, except
§1.863—3 Allocation and apportionment ventory is taken into account to determinéhat the term possession is substituted for
of income from certain sales of inventorybenefits under section 936 for the sectioforeign country wherever it appears.
936 corporation. For rules to be applied (B) Gross income attributable to busi-
to determine the source of such incomeayess sales activity(1) Source of gross
(f) Income partly from sources within asee §1.936—6(a)(5) Q&A 7a and 1.936income. Gross income from the tax-
possession of the United Stated) In 6(b)(1) Q&A 13. payer’s business sales activity is sourced
general. This paragraph (f) relates to (2) Allocation or apportionment for in the possession in the same proportion
gains, profits, and income, which aréPossession Production Sale¢) Meth- that the amount of the taxpayer’s business
treated as derived partly from sourcesds for determining the source of grossales activity for the taxable year within
within the United States and partly fromincome for Possession Productiorthe possession bears to the amount of the
sources within a possession of the UniteBales—(A) Possession 50/50 methodtaxpayer’s business sales activity for the
States (Section 863 Possession Saleg§)nder the possession 50/50 method, grotaxable year both within the possession
This paragraph (f) applies to determinéncome from Possession Production Salemnd outside the possession, with respect
the source of income derived from thes allocated between production activityfo Possession Production Sales. The re-
sale of inventory produced (in whole or irand business sales activity as described imaining income is sourced in the United
part) by the taxpayer within the Unitedthis paragraph (f)(2)(i)(A). Under theStates.
States and sold within a possession, @ossession 50/50 method, one-half of the (2) Business sales activityFor pur-
produced (in whole or in part) by a taxtaxpayer’s gross income will be considposes of this paragraph (f)(2)(ii))(B), the

follows:

1. Paragraph (f) is revised.

2. Paragraph (h) is amended by addi
a sentence at the end of the paragraph.

The revision and addition read as fol
lows:

* * *x * %
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taxpayer’s business sales activity is equéb Possession Purchase Sales. The re«ii) To determine the source of U.S. Co.’s gross
to the sum of— maining income is sourced in the Unitedcome, the $100 gross income is allocated entirely
(i) The amounts for the taxable periocBtates. to U.S. Cos business activity. Five dollars of U.S,
. . . .. Co.’s gross income Is sourced in the possession.
paid for wages, salaries, and other com- (B) Business activityFor purposes of [Possession expenses ($10) plus possession pur-
pensation of employees, and other exhis paragraph (f)(3)(ii), the taxpayer'schases ($0) plus possession sales ($0), divided by
penses attributable to Possession Produadsiness activity is equal to the sum of—total expenses ($10) plus total purchases ($80) plus
tion Sales (other than amounts that are (1) The amounts for the taxable periodotal sales ($100)] The $80 purchase is not included
nondeductible under section 263A, interpaid for wages, salaries, and other conf? the numerator used to determine U.S. Co.’s busi-

. ness activity in the possession, since product X was
est, and research and development); ancpensation of employees, and other ex; Y P P

! . . . 1ot manufactured in the possession. The remaining
(i) Possession Production Sales for theenses attributable to Possession PuUfgs is sourced in the United States.
taxable period. chase Sales (other than amounts that are
(3) Location of business sales activitynondeductible under section 263A, inter- (4) Determination of source of taxable
For purposes of determining the locatio®st, and research and development); ~ income. Once the source of gross income
of the taxpayer’s business activity within (2) Cost of goods sold attributable tdhas been determined under paragraph
a possession, the following rules apply: Possession Purchase Sales during the t4g{2) or (3) of this section, the taxpayer
(i) Sales. Receipts from gross salesable period; and must properly allocate and apportion sep-
will be attributed to a possession under (3) Possession Purchase Sales for tiegately under §§1.861-8 through 1.861-
the provisions of paragraph (c)(2) of thigaxable period. 14T the amounts of its expenses, losses,
section. (C) Location of business activityror and other deductions to its respective
(i) ExpensesExpenses will be attrib- purposes of determining the location oimounts of gross income from Section
uted to a possession under the rules #1e taxpayer’s business activity within #8B63 Possession Sales determined sepa-
§81.861-8 through 1.861-14T. possession, the following rules apply:  rately under each method described in
(C) Gross income attributable to sales (1) Sales. Receipts from gross salesparagraph (f)(2) or (3) of this section. In
activity. The source of the taxpayer’s in-will be attributed to a possession undeaddition, if the taxpayer deducts expenses
come that is attributable to sales activityt,he provisions of paragraph (c)(2) of thidor research and development under sec-
as determined under the IFP method diection. tion 174 that may be attributed to its Sec-
the books and records method, will be de- (2) Cost of goods soldPayments for tion 863 Possession Sales under §1.861—
termined under the provisions of paracost of goods sold will be properly attrib-17, the taxpayer must separately allocate
graph (c)(2) of this section. utable to gross receipts from sourceer apportion expenses, losses, and other
(3) Allocation or apportionment for Within the possession only to the extenleductions to its respective amounts of
Possession Purchase Sate) Methods that the property purchased was manufagross income from each relevant product
for determining the source of gross infured, produced, grown, or extracted iategory that the taxpayer uses in apply-
come for Possession Purchase Salesthe possession (within the meaning oihg the rules of §1.861-17. Thus, in the
(A) Business activity methodGross in- Section 954(d)(1)(A)). case of gross income from Section 863
come from Possession Purchase Sales is(3) ExpensesExpenses will be attrib- Possession Sales determined under the
allocated in its entirety to the taxpayer'dited to a possession under the rules gfp method or books and records method,
business activity, and is then apportione881.861-8 through 1.861-14T. a taxpayer must apply the rules of
between U.S. and possession sources(ii) Examples. The following exam- §§1.861-8 through 1.861-14T to properly
under paragraph (f)(3)(ii) of this section. Pl€s illustrate the rules of paragraphjiocate or apportion amounts of ex-
(B) Books and records method tax-  (1)(3)(ii) of this section relating to the de-penses, losses and other deductions, allo-
payer may elect to allocate gross incomi"mination of source of gross incomeated and apportioned to such gross in-
using the books and records method d&0m business activity: come, between gross income from
scribed in paragraph (b)(3) of this section, gxample 1. (i) U.S. Co. purchases in a possesSOUICeS within and without the United
subject to the conditions set forth in parasion product X for $80 from A. Amanufactures X inStates. However, in the case of gross in-
graph (b)(3) of this section. See parathe possession. Without further production, U.Scome from Possession Production Sales
graph (f)(2)(ii) of this section for rules for C0: sells X in the United States for $100. Assumgletermined under the possessions 50/50
determining the source of gross income. ES@;Z&Q;Z:?LE;@ administrative expenses ife 04 or gross income from Possession
(i) Determination of source of gross (i To determine the source of U.S. Co.'s gross”Urchase Sales computed under the busi-
income from business activity(A) income, the $100 gross income from sales of X is aRess activity method, the amounts of ex-
Source of gross incomeGross income located entirely to U.S. Co.'s business activitypenses, losses, and other deductions allo-
from the taxpayer’s business activity i{g;?::g"ﬁ”tﬁg"sgsssoefsgifr'] C[g';igéngOL”Zingsn's%e%ted and apportioned to such gross
sourced in the possession in the same PI&10) plus possession purchases (ie., cost of gooddCOMe must be apportioned between
portion that the amount of the taxpayer’sold) ($80) plus possessions sales ($0), divided Bources within and without the United
business activity for the taxable yeatotal expenses ($10) plus total purchases ($80) plBtates pro rata based on the relative
within the possession bears to the amouFEEa'USE_‘t'eZ (Sﬂil‘tjo)-] The remaining $53 is sourced igmounts of gross income from sources
of the taxpayer's business activity for thé eExg'nfple o (?)SAssume the same facts as in Ex VIthin and without the United States de-
taxable year both within the possessiofmpe 1, except that A manufactures X outside thfefmined under those methods, except
and outside the possession, with respegdssession. that the rules regarding the allocation and
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apportionment of research and experi- (h) Effective dates.* * * However, taxable years beginning on or after No-
mental expenditures in 81.861-17 shathe rules of paragraph (f) of this sectiovember 13, 1998.
apply to such expenditures of taxpayerapply to taxable years beginning on or
using the 50/50 method. after November 13, 1998.

(5) Special rules for partnershipsin Par. 3. In 81.936-6, paragraph (a)(5paART 602—OMB CONTROL
applying the rules of this paragraph (f) t@Q&A 7a is added to read as follows: NUMBERS UNDER THE

* k*k *x * %

transactions involving partners and part-

nerships, the rules ofgpgragraph (@) orf) thi§1.936-6 Intangible property income PAPERWORK REDUCTION ACT

section apply. when an election out is made: Cost Par. 4. The authority citation for part
(6) Election and reporting rules-(i) Sharing and profit split options; covered 02 continues to read as follows:

Elections under paragraph (f)(2) or (3) ofintangibles. Authority: 26 U.S.C. 7805.

this section. If a taxpayer does not elect . x % % % Par. 5. In 8602.101, paragraph (c) is

one of the methods specified in paragraph amended in the table by revising the entry

(f)(2) or (3) of this section, the taxpayer (a) *** for 1.863-3 to read as follows:

must apply the possession 50/50 method (5) * * *
in the case of Possession Production SalesQ.7a: What is the source of the tax—§602'101 OMB Control numbers.

or the business activity method in the cageayer’s gross income derived from a sale * ok ok % %

of Possession Purchase Sales. The tar-the United States of a possession prod- (C) * * *

payer may elect to apply a method speciict purchased by the taxpayer (or an affil-

fied in either paragraph (f)(2) or (3) ofiate) from a corporation that has an eleazFR part or section Current OMB
this section by using the method on &on in effect under section 936, if thewhere identified and control No.
timely filed original return (including ex- income from such sale is taken into acdescribed

tensions). Once a method has been use@bunt to determine benefits under cost

that method must be used in later taxabkharing for the section 936 corporation? * ok k% %

years unless the Commissioner consenf§the result different if the taxpayer (or arf.863-3 . ................ 1545-1476

to a change. Permission to change metjffiliate) derives gross income from a sale 1545-1556

ods from one year to another year will b§, the United States of an integrated prod- ok % % %

granted unless the change would result it incorporating a possession product

a substantial distortion of the source Ofyrchased by the taxpayer (or an affiliate) Michael P. Dolan,

the taxpayer’s income. from the section 936 corporation, if the Deputy Commissioner of
(i) Disclosure on tax returnAtax-  taypayer (or an affiliate) processes the Internal Revenue.

payer who uses one of the methods dgjssession product or an excluded com-
scribed in paragraph (f)(2) or (3) of thlsPonent in the United States? Approved September 18, 1998.

section must fully explain in a statemen A7a: ; ; ;
.7a: Under either scenario, the in- ;

' Donald C. Lubick,
attaghfﬁ 0 _the taxtreturn t.het.m?thc’dobgé/ome is U.S. source, without regard to Assistant Secretary of the
used, the circumstances justifying use %hether the possession product is a com- Treasurv for Tax Polic
that methodology, the extent that sales a%i y Y-

. onent, end-product, or integrated prod-
aﬁjgrega(;ed, and the amount of income Cct. Section 863 does not app|y in detefFiled by the Office of the Federal Register on
allocated.

Pt , October 13, 1998, at 8:45 a.m., and published in the
mlnmg the 'source Of.the thpayer %ssue of the Federal Register for October 14, 1998,
ok okox ok income. This Q&A 7a is applicable fore3 F.R. 55020)
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Part Ill. Administrative, Procedural, and Miscellaneous

Roth IRA Guidance scribed by law for filing the taxpayer’sthat amount to a Roth IRA once (but no
) Federal income tax return, including exinore than once) on or after November 1,
Notice 98-50 tensions, (the “due date”) for the taxabld 998, and on or before December 31,

PURPOSE year of the contribution is treated as mad&998; the taxpayer also is eligible to re-
to the transferee IRA and not the transsonvert that amount once (but no more
This notice responds to questions thderor IRA. The proposed regulations inthan once) during _1999. (Any conversiqn
have arisen regarding whether a taxpay&grpret 8 408A(d)(6) to make its applicaof that amount during 1999 would consti-
who has converted an amount from a trdion elective by the taxpayer, permit théute a reconversion because the taxpayer
ditional IRA to a Roth IRA may not only taxpayer to recharacterize most types gfreviously converted that amount during
transfer the amount back to a traditiondRA contributions, and permit the tax-1998.) This rule applies without regard to
IRA in a recharacterization but also subpayer to recharacterize all or any portioivhether the taxpayer's initial conversion

sequently “reconvert” that amount fromof an IRA contribution. or recharacterization of the amount occurs
the traditional IRA to a Roth IRA. before, on, or after November 1, 1998,

TREATMENT OF and (as indicated above) even if the tax-
BACKGROUND RECONVERSIONS payer has made one or more reconver-

i The question has arisen whether a ta>%—ions before November 1, 1998.
Section 408A of the Internal Revenue q A taxpayer who converts an amount

Code (the “Code”), which was added bypayer who has converted an amount frogy, ., o yaditional IRA to a Roth IRA dur-
§ 302 of the Taxpayer Relief Act of 19972 traditional IRA to a Roth IRA may ML, 1999 that has not been converted pre-
Pub. L. 105-34, establishes the Roth IRANly transfer the amount back to a tradig, ) . and then transfers that amount
as a new type of individual retiremenfional IRAn a recharacterization but alsq _ {7 4 traditional IRA by means of a
plan, effective for taxable years beginningubsequently *reconvert” that amount, o cterization is eligible to reconvert
on or after January 1, 1998. The provifrom the traditional IRA to a Roth IRA. that amount to a Roth IRA once (but no
sions of § 408A were amended by the InThe proposed regulations do not specifiq, ;.6 than once) on or before December
ternal Revenue Service Restructuring andlly address this question, and the Sek; 1999 | determining whether a tax-
Reform Act of 1998, Pub. L. 105-206.vice and Treasury are considering e hag made a previous conversion for
On September 3, 1998, proposed regulahether final regulations should permi%urposes of these interim rules, a failed
tions relating to Roth IRAs, 88 1.408A—1reconversions under any CircumStanceéonversion, as described in proposed reg-
through 1.408A-9, were published in thédowever, effective as of November 1, a40ns § 1.408A-4, Q&A-3 (that is, an
Federal Register (63 F.R. 46937). Thi4998, the interim rules set forth below,yempted conversion for which the tax-
notice incorporates definitions and termvill apply for 1998 and 1999. Any future hayer is not eligible for reasons set forth
used in those proposed regulations. guidance that either prohibits reconvery, proposed regulations § 1.408A—4), will
Section 408A(d)(3) of the Code andsions or imposes conditions on reconvelot pe treated as a conversion.
§ 1.408A-4 of the proposed regulationsions more restrictive than those imposed Any excess reconversion of an amount
prescribe rules for the conversion of atinder this notice will not apply to recon-gyring 1998 or 1999 will not change the
amount from a traditional IRA to a Rothversions completed before issuance qfxpayer’s taxable conversion amount (as
IRA. Any amount converted from a tradi-that guidance. defined in proposed regulations
tional IRAto a Roth IRAis treated as dis- If a taxpayer converts (or reconvertsk 1 408A-8, Q&A-1(b)(7)). Instead, the
tributed from the traditional IRA and an amount, transfers that amount back {gcess reconversion and the last preced-
rolled over to the Roth IRA and is genera traditional IRA by means of a recharacing recharacterization will not be taken
ally includible in gross income for theterization, and reconverts that amount in gto account for purposes of determining
year in which the amount is distributed otransaction for which the taxpayer is nothe taxpayer’s taxable conversion amount,
transferred from the traditional IRA (sub-eligible under the interim rules set forth ifand the taxpayer’s taxable conversion
ject to a “4-year spread” for 1998 converthis notice, the reconversion will beamount will be based on the last reconver-
sions, unless the taxpayer elects othedeemed an “excess reconversion.” Howsjon that was not an excess reconversion
wise). ever, any reconversions that a taxpaygnless, after the excess reconversion, the
Section 408A(d)(6) of the Code andhas made before November 1, 1998, wilkmount is transferred back to a traditional
§ 1.408A-5 of the proposed regulationsiot be treated as excess reconversions aRA by means of a recharacterization).
prescribe rules for “recharacterizationsWill not be taken into account in deter-An excess reconversion will otherwise be
of IRA contributions, including Roth IRA mining whether any later reconversion isreated as a valid reconversion.
conversion contributions. Sectionan excess reconversion. Any conversion, recharacterization, or
408A(d)(6) provides that, except as other- A taxpayer who converts an amounteconversion of an amount under this no-
wise provided by the Secretary of thdrom a traditional IRA to a Roth IRA dur- tice must satisfy the provisions of § 408A
Treasury, an IRA contribution that ising 1998 and then transfers that amoursnd the proposed regulations. For exam-
transferred to another IRA in a trustee-toback to a traditional IRA by means of gle, a taxpayer making a conversion or re-
trustee transfer on or before the date preecharacterization is eligible to reconverconversion must satisfy the $100,000
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modified AGI limitation of § 408A(c)- November 25, 1998, reconversion. Therefore, Ttaxpayer is not eligible to reconvert an
(3)(B)(i) and proposed regulationst@xable conversion amount will be $Y. Because itigmount before the end of the taxable year

§ 1.408A—4, Q&A-2, and a taxpayer? 1998 conversion, the November 25, 1998, o7l which the amount was first converted
version is eligible for the 4-year spread (unless

transferring a contribution from one IRAygain transfers the amount from Roth IRA 3 to a traOF the due date for that taxable year) or
to another IRA by means of a recharactettional IRA by means of a recharacterization). ~ that a taxpayer who transfers a converted
ization must make the transfer on or be- Example 5.The facts are the same asixample amount back to a traditional IRA in a

fore the due date for the taxable year o €xcept that T's modified AGI for 1998 was rgcharacterization must wait until the pas-

. . - 110,000. Therefore, T was not eligible to conver; .
the contribution, as required byin amount from a traditional IRA toga Roth IRA in%age of a fixed number of days (e.g., 30 or

§ 408A(d)(6) and proposed regulationgggg, and T's attempted conversion (on May 160 days) before reconve_rting_. Addition-

§ 1.408A-5, Q&A-1. In determining the1998) and reconversion (on November 25, 1998) a@lly, such approaches might include pro-
portion of any amount held in a Roth IRAfailed conversions, as described in proposed regulgiding that an excess reconversion would
or a traditional IRA that a taxpayer is nofions 8 1.408A-4, Q&A-3. Therefore, if T transfershe treated as a failed conversion that

L . . _the amount of the failed conversion in Roth IRA .
eligible to reconvert under the interim__ " G RA by means Ofarech(,jlractefi\g\/ouId be subject to the consequences de-

rules set forth in this notice, any amounation and converts that amount from the traditionatCfib€d in  proposed regulations
previously converted (or reconverted) iSRAto a Roth IRA during 1999, T will be eligible to § 1.408A-4, Q&A-3, and that could be
adjusted for subsequent net gains deconvert that amount once (but no more than oncegmedied as described therein.

losses thereon. on or before December 31, 1999. Any additional re-

conversion of that amount during 1999 would be aDRAFTING INFORMATION
Example 1.On May 1, 1998, T converted an €XCeSs reconversion.

amount in a traditional IRA (Traditional IRA1) to a  Example 6.0n November 5, 1998, R converts an - The principal authors of this notice are
Roth IRA (Roth IRA 1). T did not contribute any @mount in a traditional IRA (Traditional IRA 1) to a Roger Kuehnle of the Employee Plans Di-
other amount to Roth IRA1. On October 15, 1998, RRoth IRA (Roth IRA 1). On November 25, 1998, R, .00~ 04 Cathy A. Vohs of the Office of

transferred the amount in Roth IRA 1 to a traditionalransfers the amount in Roth IRA 1 back to a tradi . .
IRA (Traditional IRA 2) by means of a recharacteri-tional IRA (Traditional IRA 2) by means of a rechar-tN€ Associate Chief Counsel (Employee

zation. Tis eligible to reconvert the amount in TradiaCterization. R is then eligible to reconvert thé3enefits and Exempt Organizations).
tional IRA 2 to a Roth IRA once (but no more than@mount in Traditional IRA 2 to a Roth IRA at any However, other personnel from the Inter-
once) at any time on or after November 1, 1998, arfne on or before December 31, 1998. After that reng| Revenue Service and the Treasury De-
or o e 311653 ey istor 701, € el 1 s paricpated 5 dovlopment
Sg?giiﬁloq-ﬁzn:agsuﬁ??omzu:‘dotbﬁeazi;:f::tsi;etzc;any subsequent reconversion of that amount to 0" further information regarding this no-
recharacterization had occurred on or after NovenROth IRA before January 1, 1999, would be an extice, please contact the Employee Plans
ber 1, 1998, instead of before November 1, 1998. Cess reconversion. If R does transfer the amouivision’s taxpayer assistance telephone

Example 2 The facts are the same aEiample bagk to a traditional IRA by means of a recharacterigeryice at (202) 622-6074/6075 (not toll-
1, except that, on November 25, 1998, T reconvertg@tion (whether before or after the end of 1998), .., numbers), between the hours of 1:30
the amount in Traditional IRA 2 to a Roth |RA(R0thWI|| be eligible to reconvert that amount once (but

IRA 2). After that reconversion, T may transfer the© More than once) during 1999. Any additional e@nd 3:30 p.m. Eastern Time, Monday

amount from Roth IRA 2 back to a traditional IRA conversion of that amount during 1999 would be athrough Thursday, or Ms. Vohs at (202)
by means of a recharacterization, but any subsequénfC®ss reconversion. 622-6030 (also not toll-free).

reconversion of that amount to a Roth IRA before Example 7.0n January 5, 1999, S converts an

January 1, 1999, would be an excess reconversigimount in a traditional IRA (Traditional !RA 1)toa

If T does transfer the amount from Roth IRA 2 backR0th IRA (Roth IRA1). S had not previously con-

to a traditional IRA by means of a recharacterizaY€rted that amount. On February 17, 1999, S ranyVeighted Average Interest Rate

tion, T is eligible to reconvert that amount once (buf€rs the amount in Roth IRA 1 back to a tradiionalUpdate

no more than once) during 1999. Any additional re.I_RA (Traditional IRA 2) by means of a recharacter-

conversion of that amount during 1999 would be affation. After the recharacterization, S is eligibleNotice 98-51
excess reconversion. to reconvert the amount in Traditional IRA 2 once

Example 3.The facts are the same asixample (but no more than once) at any time on or befpre Notice 88—73 provides guidelines for
2, except that, on December 4, 1998, T transfers tHaécember 31, 1999. Any additional reconversioyetermining the weighted average interest
amount from Roth IRA 2 back to a traditional |RAOf that a'mount durlng 1999 would be an excess rer_ate and the resu|t|ng perm|ss|b|e range Of
(Traditional IRA 3) by means of a recharacterizaSonVersion interest rates used to calculate current lia-
tion. If T does not reconvert that amount to a Roth . . . . - .
IRA on or before December 31, 1998, T cannot use 1 IS notice is intended to clarify andbility for the purpose of the full funding
the 4-year spread available for 1998 conversions. Supplement the guidance provided in themitation of § 412(c)(7) of the Internal

Example 4.The facts are the same afixample proposed regulations under § 408A an&evenue Code as amended by the Om-
3. The value of the amount converted on May 1may be relied upon as if it were incorponibus Budget Reconciliation Act of 1987
1998, was $X, and the value of the amount COfyateq i those regulations. In accordancand as further amended by the Uruguay

verted on November 25, 1998, was $¥. On Decem\f'vith the procedures for submitting com-Round Agreements Act, Pub. L. 103—-465

ber 8, 1998, T reconverts the amount in Traditional . )
IRA 3 (which then has a value of $Z) to a Roth IRATENtS 0N Fhe pl’Op_OS?d regU|at|0n_Sy inte(GATT). .

(Roth IRA 3). Under the interim rules set forth inested parties are invited to submit com- The average yield on the 30-year Trea-
this notice, T is not eligible to make the December §nents on whether final regulations shouldury Constant Maturities for September
1998, reconversion, and that excess Ir‘3°°”"ers'35“kermit reconversions (and, if so, undel998 is 5.20 percent.

will not be taken into account for purposes of dete what circumstances and conditions). Pos- The following rates were determined

mining T's taxable conversion amount (althoughiitis ", - AR 9 o .
otherwise treated as a valid conversion). InsteadiPI€ approaches to reconversions in findbr the plan years beginning in the month

T's taxable conversion amount will be based on T'§egulations might include providing that ashown below.
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Month Year
October 1998

Drafting Information

90% to 106% 90% to 110%

Weighted Permissible Permissible
Average Range Range
6.40 5.76 t0 6.79 5.76 to 7.05

vision. For further information regardingtoll-free number). Mr. Newman’s number

The principal author of this notice isthis notice, call (202) 622-6076 betweers (202) 622-8458 (also not a toll-free
Todd Newman of the Emp|oyee Plans Di2:30 and 3:30 p.m. Eastern time (not aumber).

November 2, 1998
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Part IV. Items of General Interest

Announcement 98-95

Revisions to Form 8857

Purpose

Revisions to Form
8857

Benefits of the

revisions

Comments requested

1998-44 |.R.B.

The purpose of this announcement is to request public comments on the revised Form 8857, Requ
for Innocent Spouse Relief (And Allocation of Liability and Equitable Relief). Form 8857 is being re-
vised to reflect section 3201 of the IRS Restructuring and Reform Act of 1998.

Note: The revised Form 8857 in this announcement is subject to change and OMB approval befor
final release.

The revisions include the following:

» The requirement that filers need to have over $500 of additional tax due in order to request relief
eliminated.

» Procedures are provided for requesting innocent spouse relief, allocation of liability, and equitabl
relief.

* Explanations of the law changes and types of relief are added to the instructions.

The revised Form 8857 will:

* Help filers become aware of the new tax law.

* Provide filers a means to request the various types of relief.

» Help filers by providing simple explanations of the new tax law and guidance for completing the
form.

« Allow the IRS to improve control and processing of the requests by highlighting the Cincinnati Ser:
vice Center filing address.

The IRS would like to receive comments on the proposed revisions to Form 8857 from interested pe
ties by November 30, 1998. Send written comments to:

Chairman, Tax Forms Coordinating Committee
Internal Revenue Service, OP:FS:FP, Room 5577
1111 Constitution Avenue, NW

Washington, D.C. 20224

Alternatively, you may send comments to the Chairman, TFCC, by fax at (202) 622-5025, or e-mail t
tfpmail@publish.no.irs.gov

After the end of the comment period, the IRS will evaluate the documents received and announce t
final changes to Form 8857. Although we will not be able to respond to each comment, we will care
fully consider all of them.
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Farm 8857 Request for Innocent Spouse Relief

i — fAnd Allocation of Liabillty and Equltable Rallef) 4R Mo 153514508
Il T 1T | T .
I:?n:-: ::efn.::esmméw = Do not file with your Lax redurm. = Sea Insbruckons.
Yaur name ¥our -w;iul FBCUNTY MUmMEser
Your gumer! horra adidrass (-amber and sreat]. §a F.O. bos, see ingirectiong, Aot ro,
ity down or poak -:-Hlée. srala, and ZIP code If @ foraign ackdiess, ses irstuct.ons ' Daylrne p-cna re, [oplional)
{ J

Befare you begin, you need 10 understand the following terms. See instructions for descriptions.

# Allocation of Liability ® Joint and Several Liability # Underpayment of Tax

* Innocent Spouse Relief a Understaternant of Tax # Erronegls [tems

® Equitablg Relief

@ The IRS can help pay with vour request. If vour gre working with an IRS
emoloyed, you car ash that employee or you can call 1-800-828-T040.

1 Enter the year for which you are requesting relief from liability of tax . . >
2 Infgrmatien aboul your spouse (or former spouss) o whom you were marriad at the end of the year on ling 1.
Hama Socl.al Sesurity numbgr
Sument home eodresy r_n;m'b-er ard steogh). 1 g PO, Dog, aee i bions. ' Aol na.
Cily, tuwr or post offeca, state. anc ZIF code. 1 o {ormg > sddreas, gee inakhctios. Oaytima phona no. Al keawn]
f )

3 Allccation of Liability
You may be relieved of liahility for the portion of an understaternent of tax that is allocable to vour spouse {or
lorener spouse) if you and your spouse (or former spouss);

& Are np fonger marriad,
® Arz legally separated, or
» Have lived apart at all times during the 12-month period prior to the date you file this form.
To elect allocation of liability, attach a statement as explained in the instructions and check here . & C

4 Innocert Spouse Relief
@ You may not need 1o reques! innocent spousa rafiaf i you guatify for allocation
of abifity. However, you may 54l request mnocent spousa refief if you wish.

Yoeu may bo allpwed relied for an understatement of tax due to ermneous iterns of your speusa (or former spouse).
To request innocent spousa relief, attach a statermant as explained in the instructions and check ners . . I+

5 Eguitable Relief
If you da not qualfy for refief under 3 or 4 above, you may request equitable relaf. |f you want to regquest
aquitable relief, attach a statement as explained in the instructions and check here )

Where To File: Gonarally, send this form to) Internal Revenus Service Center, Cincinnati, OH 45999-0857. But if
you are meeting with an IRS employee or you received an RS notice of daficiancy, see page 2.

Undar pangdias of oerjury, | declare that | ~ava axarr nad this *orm and ary acoore sanying sched.ags and statementa. anc by e besl of my <nowladge ard balied,
t-ay are tue, correst, and somplole Declaration of preparar jotear i-an tadpayer s pased an a nfernglion of wooh prepares as any krowlsaga

5|gn Here Yaour sigratuna Dale
Kpeo a copy
ol the ferm for
yaw recands,
Pald Praparers Dala | crack ¢ Fraparar's sockl secunty ng
F ., Sondure L wl-ariploy=d D
urepﬂurelr 5 Errn': narra [ar yeure ’ TIM
i galf-gnployad; and

6 Un ¥ adaregs ' gt Y

For Privacy Act and Peperwork Reduction Act Motice, see [nstructions. Cat. Mo, 24547 Form BB5T Kev. 12-9a!

@ Printoo o recpetieT Qg

November 2, 1998 14 1998-44 |.R.B.



Forrn 8557 [(Fay. 12-98)

Page 2

General Instructions

A Change To Note

The Internal Revenue Servics (IRS) Restructuring and
Reform Act of 1998 simplified innocent spouse relief,
You can ngw request innocent spousas relief for an
understatement of tax no matter how small the
amount. If you are divorced, separated, or no longer
living with your spouse, you may now elect to allocate
liability for an understatement of tax on a joint return
betwaen you and your spouse {or former spouss).
Also, the RS will consider your raqueast for equitable
relief in situatipns whara it would be unfair ta hald you
lfable for tax that should be paid only by your spouse
{or former spouse).

The new law applies to any tax liability arising after
July 22, 1998, or any tax liability that was unpaid a5 of
that data. For relief of lahility for amounts that were
paid as of that date, check the box on line 4 and
attach the requested statarment (see Pub. 971,
Innocent Spouse Relief, for limits that may apply).

Purpose of Form

Usa Faorm 8857 10 request relief from lighility for tax
wou ows, plus related penaities and interest, that you
believe should be paid only by your spouse [or former
spouse}. You generally must have filed a joint return for
the year for which youl owe tax (but see Community
Property Laws on page 3). If you owe tax for more
than 1 year, file a saparate Form BBSY for each year
Tha IRS will evaluate your request and tell you if you
qualify,

You can request one or more of these three types of
raliaf:

8 Innacent spouse refief (see page 3),

® Allocation of liability (see page 3), ar

& Ecuitable relief {see page 43

Additional infarmation. See Pub. 871 for more details.

When and Where To File

When to file, Generally, you should file Form 8857 as
s00n as you become awars of an unpaid tax liability
that you bealieve should be paid only by your spouse
jor former spause). The following ara same of the ways
you may become awarg of such a liability,

# The tax return is examined by the RS,

® You receive an IRS notice.

You must file Form 8857 no later than 2 years after
the first RS attempt to collect the tax. However, you
may file it any time up to 2 years after tha first IRS
attermnpt to collect the tax that cocurs after July 22,
19598,

1998-44 |.R.B.
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Where to file. Do not file Forrm BB57 with your tax
return. Instead, see below.

IF... THEN file Form 8857 with . . .

You are meeting with an
IAS employee for an
examination, examination
appeal, or collaction,

Thar 1IR3 employee.

The IRS employee narmed in the
natice, Attach a copy of the
natice.

You received an IRS
notice of deficiency, and
the 8{-day pericd
specified in the notice
tas not expired.”

Internal Revenue Service Centar
Cincinnati, OH 45889-0857

MNona of the situations
above apply to yau,

“Befora the and of the $0-day pericd, you should file @ petd an with the Tax
Court, 29 expleingd 1 the 10lice. By oaing B, yi.d pragars your ngh's if tha
IRS ie urable to prepedy consider your requeal bedoea the ond of tha 20-day
paroa. Inchade the irformation that supoorts your pos tan, tluding when and
why you fled Form B3EY, o your petilon 12 the Tex Coart. Thg tirme for fil ng
with fhe Tax Sourt 15 Aot eatended whila iho IRS s corgiderng your g aest,

Tax Court Review of Request

You may petition (ask) the Tax Court to review your
request for innocent spause relief or your slection to
allogats fiabifity if:

® The IAS sends you a determination notice denying,
in whaole or in part, your request for or election of relief,
or

# You have not received a detarmination notice fram
the {RS within & months from the date you filed Form
B857.

You may petition the Tax Court to review your
request ng later than the end of tha S0-day pericd that
begins on the date the IRS mails you & determination
notica, See Pub. 971 for details on petitioning the Tax
Court to review your request.

Joint and Several Liability

Generally, joint and several liability applies to all joint
returng. This means that both you and your spouse (or
former spouse)] @ra liable for any tax shown on a joint
return plus any understaternent of tax (definad balow)
that may become due later. This is true even if 3
divorce decrese states that your former spouse will be
tasponsible for any amounts due on previously filad
joint returns, Form 8857 allows you to reguest that
joint and several liability not apply to part or all of any
unpaid tax.

November 2, 1998



Form EBSY (Aaw 12-948)

Fage 3

Understatement of Tax

An understatement of tax, or deficiency, 18 generally
the difference between tha total amount of tax that
should have beern shown on the return and the amopnt
that actually was shown on the return, This amount
can be reduced by an sbaterment, credit, refund, or
othar payment,

Example. You and your spouse {or former spouse)
file & foint raturn showing $5,000 of tax, which was
fully paid. The raturn is later audited by the IRS. The
IRS finds $10,000 of income that your spouss earned
but did not report on the tax return. With the additional
incomea, the total tax becornes $6,500. You and your
spouse are both liable for the $1,500 understatarmant
of tax. You ¢ould reguest innocent spouse rehef or
elact allocation of liability for the understatemant of
tax. If you ara not eligible for either type of relief, youl
could request equitable relief.

Underpayment of Tax

An underpayment ig tax that is properly shown on the
return, but has not been paid,

Exampie, You filed a joint return that properly
raflects your income and deductions, but showed an
unpaid balancs due of $5,000. You and your spouse
wera getting divorced. You gave your spouse $2 500
and your spouse promised to pay the full $5,000, but
did not. You would not be sligible for innocent spouse
relief or allocation of liability becauss therg is no
ungderstaternent of tax. However, you may raguast
equitable reliaf for the underpayment of tax.

Community Property Laws

You must generally follow community proparty laws
when filing a tax return if you are married and live in a
community property state. Comrounity property states
ara Arizona, Califormia, Idaho, Louisiana, MNevada, Mew
Mexicn, Texas, Washington, and Wisconsin, Generally,
community proparty laws require you to allocate
community income and expenses equally between
both spouses. However, community property laws are
not taken into account in determining whether an item
belongs to you or to your spouse {or former spouse)
for purposes of requesting any reliof from fiability,
MNote: if vou wers marrfed and filed & separate return
in a comrnunity property stale and are now fiable for an
underpayment or understatement of tax you befiewe
should be paid only by your spouse (or former spouse),
YOu fay request equitabla relief.

Specific Instructions

Your Current Home Address

P.0. hox. Enter the box number instead of your street
address only if the post office does not deliver mail to
your hame.

Foreign address. Enter the inforrmation in the following
order; city, province or state, and country. Follow the
country's practice for entering the postal code. Pleass
du not abbreviate the country name,

November 2, 1998

Line 2—Information About Your Spouse (or
Former Spouse)

Enter the current name and social security number
(S5M) of the person to whom you were married at the
end of the year listed on line 1. If the name of your
spouse for former spouse) shown on that year's tax
return is different from the current nama, enter it in
parenthases after the current name. For example; Jane
Maple {formerly Jane Oak). Enter the current address
and phone numbier if you know it.

P.Q. box. Enter the bax number instead of the street
address only if you do not know the stroet address.

Foreign address, Enter the information as explained
abova,

Line 3—Allocation of Liability

If you filed a jeint return for the year entered on ling 1,
you may be able to allocate liability for any
undersiatermant of tax on that return between you and
your spouse (or former spouse}. Generally, you can
alact to do 50 if yvou and that person;

& Arg no longer married,
8 Arg legally separated, or
# Have lived apart at all times during ths 12-month
period prior to the date vou file Form B857,
MNote: & widow or widower is considered no fonger
marricd,

¥ou must show which items that caused the
understaterment are allocabie 1o you and which are
allocable to your spouse (or former spousal
Exception, if, at the time you signed the joint return,
you knew ahout any itam not alipcable to you that
resultad in part or all of the understatement, then your
election will not apply to that part of the
understatement,

Electing Allocation of Liahility

heck the box on line 3 and attach a statement to
Form BBS5Y, Show the total amount of the
understatement of tax for which you are iable. For
gach itam that resulted in an understatement of tax,
explain whather the tem is attributable to you, your
spouse (or former spouse), or both of you. Generally,
allocats the items as if you had fied separate returns.
You may wish to complete, as workshaets, separate
tax returns for yourself and your spouse (or former
spouse] to show the allocation. For example,
unreported income sarned by your spouse (or former
spouse), plus any refated self-employment tax, would
be allpcated to that persan, An avarstated deduction
ef home mortgage interest on a home you owned
jointly that was paid from a joint checking account
would ganerally be allocated equally betweaen both of
you. See Pub. 971 for mare details.

1998-44 |.R.B.



Form 8BET (Rey. 12-983)

frage 4

Line 4—Innocent Spouse Relief

ff you qualify for allocation of lability, you may
rnof need o reguest innacent spouse ralief.
The amount of refief alowed by electing
alfocation of abiffy may be sgual to or
greater than the amownt allowed by requesting
innocent spouse refief, However, you may siill reguest
innfocent spouse relief if you wish.
You may be allowsd innocent spouse relisf it
& You filed a joint return for the year entered on line 1,
® There is an understatement of tax on that return that
i5 dus to erronecus items of your spouse (or former
SROUSE],
® You can show that when you signed the return you
did nat know and had ng reason to know that the
understatement of tax sxisted {or the extent of the
understatement), ana
® Taking inte account all the facts and circumstances,
it would be unfair to hold you liable for the
understatemant of tax.

Erroneous ltems

Any income, deduction, or credit is &n eroneous em
if:

& It rs omitted from or incorectly reported on the joint
raturn,

® |t is attributable 1o your spouse {or former spouse),
& |t results in an undarstatement of tax, amd

® You aither did not kngw and had no reason to know
about the understatament or the extant of it (see
Partial Innocent Spouse Relief balow),

Erroneous iterms can include the following:

#* Income receivad by your spouse that is not reported
on the joint return, or

& A deduction or credit incorrectly clmmed on the jaint
return by your spause.

Partial Innocent Spause Relief

If yau knew about any of the erroneous items, but not
the full extent of the iterm{s), you may be allowed rolief
far part of the understatgrment. Explain in the
staterment you atiach ta Form 8B57 haw much you
knew and why you did not know, and had no reason to
know, the full extent of the item(s).

Requesting Innocent Spouse Relief

To request innocent spause relief, check the box on
lir 4 and attach a statement ta Form 8857 explaining
whry you believe yau qualify. The contents of the
staterment will vary depending oh your circumstances,
but should includa the following:

# The amount and & deotailed description of each
groneous item, ingluding the extent, if ary, to which
yau knew about it and why you had no reason 1o Know
ahout the item ar know the extent af the itern,

® The amount of tha understatement of tax for which
you are liable and are sesking relief, and

* Why you believe it would be unfair to hold you liahle
for the understatement of tax.

Line 5—Equitable Relief

You may b allowed equitable reliaf if, taking into
account all the facts and circumstances, it would be
unfair to hald you liable for any understatement ar
underpayment of tax that should be paid only by your
spouse (or former spousa),

Yau can only be allowed equitable relief for part or all
of any liability that does not qualify for either allocation
of liability or innecent spouse relief. You shouwld request
alleeation of liability or innocent spouse relief first,
unless you are sure you arg not eligible. Tha IRS
cannat consider requests for eguitable refief until it has
been determined that inngcent spouse relief and
allacation of fakility do naot apply.

Requesting Equitable Relief

Attach an explanation of why you beligve it wauld be
unfair to hold you liable for the tax instead of your
spouse {or former spousel,

Privacy Act amd Paperwork Reduction Act Notice.
We ask for the information on this form to carmy out
the Internal Ravenue laws of the United States. We
need it fo determine the amount of liatlity, it any, of
which you may be relieved. Internal Revenue Code
saction 6015 allows relief of liability. If you request or
elect relief of Gability, you must give us the information
requested on this form, Code sectian 6109 reguires
¥you to provide your social security number. Moutine
ugas of this infarmation include giving it to the
Department of Justice for civil and criminal litigation,
and to cities, states, and the District of Columbia for
use in administering their tax laws, |f you do not
provide all the information in & timely manner, we may
nat be able to process your request or election,

You are not required to provide the information
requested on & form that is subject to the Paperwark
Reduction Act unless the form displavs a valid OMB
control number, Books or records relating to a form or
its instrugtions must be retained as long as their
contents rmay become material in the admimistration of
any Internal Revenue law. Genearally, tax returns and
return information are confidential, as required by Coce
section 6103,

The time neeclsd to complete and file this form will
vary depending on individual gircurnstances. The
estimated average hme is: Learning about the law or
the form, 17 min.; Preparing the farm, 17 min.; and
Copying, assembling, and sending the form to the
IRS, 20 min.

If you have camments concerning the accuracy of
this time estimate or suggestions far makmg this form
simpler, we would be happy to hear from you. You can
write to the Tax Forms Committes, Western Ares
Distribution Center, Ranche Cordava, CA 95743-0001,
DO NOT send the form to thiz address, Instead, see
When and Where To Fite on page 2.

@ Frintad 0 recpcied caper
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Conversion to the Euro; (Filed by the Office of the Federal R.egiste.r on Cynthia E. Grigsby,
Correction October 14, 1998, 8:45 a.m., and published in the Chief, Regulations Unit,

issue of the Federal Register for October 15, 1998, . .
63 F.R. 55333) Assistant Chief Counsel (Corporate).

Announcement 98-96
(Filed by the Office of the Federal Register on

AGENCY: Internal Revenue Service October 6, 1998, 8:45 a.m., and published in the
(IRS) Treésury Failure by Certain Charitable issue of the Federal Register for October 7, 1998, 63
' : - . F.R. 53862)
_ Organizations to Meet Certain

EAETION: Correction to temporary regu-Qualification Requirements;
ations. ; . . .

Taxes on Excess Benefit Deletions From Cumulative List
SUMMARY: This document contains a I ransactions; Correction of Organizations Contributions
correction to Treasury Decision 8776, to Which Are Deductible Under
which was published in thHeederal Reg- Announcement 98-97 Section 170 of the Code

ister on Wednesday, July 29, 1998 (63 ) .
F.R. 40366 [1998-33 |.R.B. 6]) relating o C - NC Y- Internal Revenue Servicéannouncement 98-98

U.S. taxpayers operating, investing of o) 1€asury.

! ; ; : The names of organizations that no
otherwise conducting business in the cur; . .
. . . ACTION: Correction to notice of pro- i izati i
rencies of certain European countries th?t Pro-longer qualify as  organizations described

X . ) . _'posed rulemaking. i i .
are replacing their national currencie 9 in section 170(c)(2) of the Internal Rev

. . N enue Code of 1986 are listed below.
with a single, multinational currency symmARY: This document contains a Generally, the Service will not disallow

called the euro. i :

correction to REG-245256-94, whichygqyctions for contributions made to a
DATES: This correction is effective JulyWas Published in thEederal Registeron jisteq organization on or before the date
29, 1998. Tuesday, August 4, 1998 (63 F.R. 41488¢ announcement in the Internal Revenue

[1998-34 I.R.B. 9)), relating to the exciseg|ietin that an organization no longer
FOR FURTHER INFORMATION CON- taxes on excess benefit transactions. qualifies. However, the Service is not
TACT: Howard Weiner, (202) 622-3870 precluded from disallowing a deduction
(not a toll-free number). FOR FURTHER INFORMATION CON- ¢, any contributions made after an orga-

SUPPLEMENTARY INFORMATION: TACT. F:lhg/llis D. Hsney, (202) 622'4290nization ceases to qualify under section
- (not a toll-free number). 170(c)(2) if the organization has not

Background SUPPLEMENTARY INFORMATION: timely filed a sullt for declaratqry judg-
_ ment under section 7428 and if the con-
The temporary regulations that are thgackground tributor (1) had knowledge of the revoca-
subject of this correction are under sec- tion of the ruling or determination letter,

tion 1001 of the Internal Revenue Code.  The notice of proposed rulemaking thatp) was aware that such revocation was

is the subject of this correction is undefmminent, or (3) was in part responsible

section 4958 of the Internal Revenugor or was aware of the activities or omis-
As published, TD 8776 contains arfc0de. sions of the organization that brought

error vyhich may prove tq be misleadinq\Ieeol for Correction about this revocation. .

and is in need of clarification. If on the other hand a suit for declara-

. o As published, REG—246256-96 confory judgment has been timely filed, con-
Correction of Publication tains an error which may prove to be mistributions from individuals and organiza-

According|y, the pub|ication of the Ieading and is in need of clarification. tions described in section 170(C)(2) that

temporary regulations (TD 8776), which . o are otherwise allowable will continue to
was the subject of FR Doc. 98-20023. iSerrection of Publication be deductible. Protection under section

corrected as follows: : L 7428(c) would begin on November 2,
Accordingly, the publication of the no 1998, and would end on the date the court
§1.985-8T [Corrected]

Need for Correction

tice of proposed rulemaking (REG—f. . S
L h rst determines that the organization is
246256-96), which is the subject of FR. ' ganaion |

o 40369 | 5 §1.985.D00. 98-20419. | ted as foll Rmt described in section 170(c)(2) as more
n page , column 2, 81. 0c. 98— , is corrected as follows: particularly set forth in section

8T(OE)V)(B). third line fr?m the top of §53.4958—4 [Corrected] 7428(c)(1). For individual contributors,
the_ CO'F‘"‘”* the Ian?gage year of change==" the maximum deduction protected is
YVh'Ch includes the” is corrected to read g, page 41502, column 1, §53.4958%$1,000, with a husband and wife treated
year ending immediately prior to the 4y,)3) iy, Example 2pninth line from as one contributor. This benefit is not ex-
year of change which includes the”. the bottom of the paragraph, the languagended to any individual who was respon-
Cynthia E. Grigsby, “determination of whether N’s compensasible, in whole or in part, for the acts or
Chief, Regulations Unit, tion” is corrected to read “determinationomissions of the organization that were

Assistant Chief Counsel (Corporate)of whether K's compensation”. the basis for revocation.

November 2, 1998 18 1998-44 |.R.B.



Crossreach of the Holy Cross Society,
Lake Orion, MI

Flynn Home for Alcoholic Addiction,
Inc., Portsmouth, VA

Senior Housing, Inc.,
Hampton, VA

Senior Meals, Inc.,
Hampton, VA

1998-44 |.R.B.
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Definition of Terms

Revenue rulings and revenue procedurgsdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on previous rulings use thgosition. (Compare wittamplifiedand of terms is used. For exampimodified
following defined terms to describe theclarified, above). and supersedediescribes a situation
effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered deterished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sulmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflashed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usewill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singleaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but notthat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

o H E.O—Executive Order. PHC—Personal Holding Company.
Abbreviations 9 wompany

ER—Employer. PO—Possession of the U.S.

The following abbreviations in current use and for£R|SA—Employee Retirement Income Security Act.PR—Partner.
merly used will appear in material published in the

Bulletin. EX—Executor. PRS—Partnership.

o F—Fiduciary. PTE—Prohibited Transaction Exemption.
A—Indmdugl. FC—Foreign Country. Pub. L—Public Law.
Acq.—A(?qwescence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
B—Inleldu.a.I. FISG—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
EE:I;Z:iTIc'ary' FPH—Foreign Per'sonal Holding Company. Rev. Rul:—Bevenue Ruling.
B.T.A—Board of Tax Appeals. F.R—Federal Register. S—Subsidiary.

C—individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.
C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Large.

CFR—Code of Federal Regulations. G.C.M—Chief Counsel's Memorandum. T—Target Corporation.

Cl—City. GE—Grantee. T.C—Tax Court.

COOR—Cooperative. GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision. GR—Grantor. TFE—Transferee.

CY—County. IC—Insurance Company. TFR—Transferor.

D—Decedent. |.R.B—Internal Revenue Bulletin. T.I.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.

DE—Donee. LP—Limited Partner. TR—Trust.

Del. Order—Delegation Order. LR—Lessor. TT—Trustee.

DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.

E—Estate. O—Organization. Y—Corporation.

EE—Employee. P—Parent Corporation. Z—Corporation.

November 2, 1998 20 1998-44 |.R.B.



Numerical Finding List?
Bulletins 1998-29 through 43

Announcements:

98-62, 1998-29 I.R.BL3
98-68, 1998-29 I.R.BL4
98-69, 1998-30 I.R.BL6
98-70, 1998-30 I.R.BL7
98-71, 1998-30 I.R.BL7
98-72, 1998-31 I.R.BL4
98-73, 1998-31 I.R.BL4
98-74, 1998-31 I.R.BL5
98-75, 1998-31 I.R.BL5
98-76, 1998-32 |.R.B4
98-77, 1998-34 |.R.B80
98-78, 1998-34 |.R.B30
98-79, 1998-34 |.R.B31
98-80, 1998-34 |.R.B32
98-81, 1998-36 I.R.B85
98-82, 1998-35 I.R.BL7
98-83, 1998-36 I.R.EB36
98-84, 1998-38 I.R.B30
98-85, 1998-38 I.R.B80
98-86, 1998-38 I.R.B31
98-87, 1998-40 |.R.BLL
98-88, 1998-41 |.R.BL4
98-89, 1998-40 |.R.BLL
98-90, 1998-42 |.R.BR22
98-91, 1998-40 I.R.BL2
98-92, 1998-41 I.R.BL5
98-93, 1998-43 I.R.BLO
98-94, 1998-43 |.R.B32

Court Decisions:

2063, 1998-36 |.R.BL3
2064, 1998-37 |.R.B4
2065, 1998-39 |.R.Bl

Notices:

98-36, 1998-29 |.R.BB
98-37, 1998-30 I.R.BL3
98-38, 1998-34 |.R.BX
98-39, 1998-33 I.R.BELL
98-40, 1998-35 |.R.BX
98-41, 1998-33 I.R.BL2
98-42, 1998-33 I.R.BL2
98-43, 1998-33 I.R.BL3
98-44, 1998-34 |.R.BX
98-45, 1998-35 |.R.B.
98-46, 1998-36 |.R.R1
98-47, 1998-37 |.R.BB
98-48, 1998-39 I.R.BL7
98-49, 1998-38 |.R.Bb

Railroad Retirement Quarterly Rate:
1998-31 I.R.B7

Proposed Regulations:

REG-209446-82, 1998-36 |.R.B4
REG-209060-86, 1998-39 |.R.B8
REG-209769-95, 1998-41 |.R.8.
REG-209813-96, 1998-35 |.R.8.
REG-246256-96, 1998-34 |.R.8.
REG-104641-97, 1998-29 |.R.8.
REG-104565-97, 1998-39 |.R.Bl
REG-106177-97, 1998-37 |.R.83
REG-115446-97, 1998-36 |.R.B3
REG-116608-97, 1998-29 |.R.B2

Proposed Regulations—Continued

REG-118926-97, 1998-39 |.R.B3
REG-118966—-97, 1998-39 |.R.BO
REG-119227-97, 1998-30 |.R.B3
REG-122488-97, 1998-42 |.R.B9
REG-101363-98, 1998-40 |.R.BO
REG-106221-98, 1998-41 |.R.BO
REG-110332-98, 1998-33 |.R.B3
REG-110403-98, 1998-29 |.R.BL
REG-115393-98, 1998-39 |.R.34

Revenue Procedures:

98-40, 1998-32 |.R.B
98-41, 1998-32 .R.BX
98-42, 1998-28 |.R.B
98-43, 1998-29 |.R.B8
98-44, 1998-32 |.R.BELL
98-45, 1998-34 |.R.BB
98-46, 1998-36 |.R.R21
98-47, 1998-37 |.R.BB
98-48, 1998-38 |.R.B.
98-49, 1998-37 .R.E2
98-50, 1998-38 |.R.BB
98-51, 1998-38 I.R.R20
98-52, 1998-37 I.R.BL2
98-53, 1998-40 |.R.E2
98-54, 1998-43 |.R.B.

Revenue Rulings:

98-34, 1998-31 I.R.BL2
98-35, 1998-30 I.R.B}
98-36, 1998-31 |.R.B
98-37, 1998-32 |.R.Bd
98-38, 1998-32 |.R.Bt
98-39, 1998-33 |.R.B}
98-40, 1998-33 |.R.Bt
98-41, 1998-35 |.R.B
98-42, 1998-35 .R.B5
98-43, 1998-36 |.R.E2
98-44, 1998-37 |.R.Bt
98-45, 1998-38 |.R.B}
98-46, 1998-39 I.R.BLO
98-47, 1998-39 |.R.B}
98-48, 1998-39 |.R.B
98-49, 1998-40 |.R.B}
98-50, 1998-40 |.R.BY
98-51, 1998-43 |.R.B}

Tax Conventions:
1998-43 I.R.B6

Treasury Decisions:

8771, 1998-29 |.R.B5
8772, 1998-31 |.R.B3
8773, 1998-29 |.R.B4
8774, 1998-30 |.R.B5
8775, 1998-31 |.R.B4
8776, 1998-33 |.R.B5
8777,1998-34 |.R.B4
8778, 1998-36 |.R.B4
8779, 1998-36 |.R.BL1
8780, 1998-39 |.R.Bl4
8781, 1998-40 |.R.B4
8782, 1998-41 |.R.B5
8783, 1998-41 |.R.B4
8784, 1998-42 |.R.B4
8785, 1998-42 |.R.B5

1 A cumulative list of all revenue rulings, revenue
procedures, Treasury decisions, etc., published in
Internal Revenue Bulletins 1998-1 through 1998-28
will be found in Internal Revenue Bulletin 1998-29,

dated July 20, 1998.

1998-44 |.R.B.

21

November 2, 1998



Finding List of Current Action on Revenue Rulings—Continued

Previously Published Items? 75-19

) Obsoleted by
Bulletins 1998-29 through 43 98-37, 1998-32 I.R.Bb

*Denotes entry since last publication 76-562

Notices:

87-13

Modified by

98-49, 1998-38 |.R.Bd
87-16

Modified by

98-49, 1998-38 |.R.Bb

Revenue Procedures:

83-58
Obsoleted by
98-37, 1998-32 |.R.B&

88-17

Clarified, modified, and superseded by

98-54, 1998-43 |.R.BL

97-60
Superseded by
98-50, 1998-38 |.R.BB

97-61
Superseded by
98-51, 1998-38 I.R.R20

98-14
Modified by
98-53, 1998-40 .R.R

Revenue Rulings:

57-271
Obsoleted by
98-37, 1998-32 |.R.B5

67-301
Modified by
98-41, 1998-35 |.R.B

70-225
Obsoleted by
98-44, 1998-37 |.R.Bt

71-277
Obsoleted by
98-37, 1998-32 |.R.B5

71-434
Obsoleted by
98-37, 1998-32 |.R.B5

71-574
Obsoleted by
98-37, 1998-32 |.R.B5

72-75
Obsoleted by
98-37, 1998-32 |.R.B5

72-120
Obsoleted by
98-37, 1998-32 |.R.B5

72-121
Obsoleted by
98-37, 1998-32 |.R.B5

72-122
Obsoleted by
98-37, 1998-32 |.R.B5

74-77
Obsoleted by
98-37, 1998-32 |.R.B5

1 A cumulative finding list for previously published

Obsoleted by
98-37, 1998-32 |.R.B

77-214
Obsoleted by
98-37, 1998-32 |.R.Bb

79-106
Obsoleted by
98-37, 1998-32 |.R.Bb

83-113
Obsoleted by
98-37, 1998-32 |.R.Bb

85-143
Obsoleted by
98-37, 1998-32 |.R.B5

88-8
Obsoleted by
98-37, 1998-32 |.R.B5

88-76
Obsoleted by
98-37, 1998-32 |.R.B5

88-79
Obsoleted by
98-37, 1998-32 |.R.B5

93-4
Obsoleted by
98-37, 1998-32 |.R.B&

93-5
Obsoleted by
98-37, 1998-32 .R.B6

93-6
Obsoleted by
98-37, 1998-32 I.R.Bb

93-30
Obsoleted by
98-37, 1998-32 |.R.B5

93-38
Obsoleted by
98-37, 1998-32 |.R.B5

93-49
Obsoleted by
98-37, 1998-32 |.R.B6

93-50
Obsoleted by
98-37, 1998-32 |.R.Bb

93-53
Obsoleted by
98-37, 1998-32 |.R.B5

93-81
Obsoleted by
98-37, 1998-32 |.R.B

93-91
Obsoleted by
98-37, 1998-32 |.R.B5

93-92

Obsoleted by
98-37, 1998-32 |.R.B5

items mentioned in Internal Revenue Bulletins
1998-1 through 1998-28 will be found in Internal

Revenue Bulletin 1998-29, dated July 20, 1998.

November 2, 1998

22

Revenue Rulings—Continued

93-93
Obsoleted by
98-37, 1998-32 |.R.B

94-5
Obsoleted by
98-37, 1998-32 .R.Bb

94-6
Obsoleted by
98-37, 1998-32 |.R.B

94-30
Obsoleted by
98-37, 1998-32 |.R.B&

94-51
Obsoleted by
98-37, 1998-32 |.R.Bb

94-79

Obsoleted by

98-37, 1998-32 |.R.B5
95-2

Obsoleted by

98-37, 1998-32 |.R.B5

95-9
Obsoleted by
98-37, 1998-32 |.R.B

97-37

Obsoleted by
98-39, 1998-33 I.R.B!

1998-44

I.R.B.



Index

Internal Revenue Bulletins
1998-1 Through 1998-43

The abbreviation and number in paren-
thesis following the index entry refer to
the specific item; numbers in roman and
italic type following the parenthesis refer
to the Internal Revenue Bulletin in which
the item may be found and the page
number on which it appears.

Key to Abbreviations:

RR Revenue Ruling

RP Revenue Procedure

D Treasury Decision

CD Court Decision

PL Public Law

EO Executive Order

DO Delegation Order

TDO Treasury Department Order

TC Tax Convention

SPR Statement of Procedural
Rules

PTE Prohibited Transaction
Exemption

EMPLOYMENT TAX

Magnetic media; electronic filing:

1998 Form W-4 specifications (RP 26)Rev

13,26
1998 Form 8027 (RP 52) 312
Proposed regulations:

EMPLOYMENT TAX—

Continued

26 CFR 31.6302-1(f)(4), 31.6302—-1T,
added; federal employment tax de-
positsde minimisrule (TD 8771) 29,

6
Worker classification; section 530; Tax
Court review (Notice 43) 33,3

ESTATE TAX

Regulations:

26 CFR 20.2041-3, 20.2056(d)-2,
amended; 20.2046-1, revised; prop-
erty interests and disclaimer (TD
8744) 7,20

26 CFR 20.2044-1(e), added; 20.2044—

EXCISE TAX—Continued

48.4101-3, 48.6427-10, —11, added;
kerosene tax, aviation fuel tax, tax
on heavy trucks and trailers (REG—
119227-97) 3013

26 CFR 53.4958; 301.6213-1,
301.6501(e)-1, 301.6501(n)-1,
301.7422-1, amended; 53.4958-0
through —7 and intermediary sections,
added; failure by certain charitable or-
ganizations to meet certain qualifica-
tion requirements, taxes on excess
benefit transactionREG—-246256—
96) 34,9

26 CFR 54.4980B-1, added; group
health plans continuation coverage
requirements (REG-209485-86) 11,
21

1T, removed; 20.2056(b)-7, revisedRegulations:

20.2056(b)-7T, removed; 20.2056(b)—
10, revised; 20.2056(b)-10T, re-
moved; certain property for which
marital deduction was previously al-
lowed (TD 8779) 3611

26 CFR 25.2702-5, —7, amended; qual-
ified prsonal residence trust, sale of
residence (TD 8743) 26

26 CFR 25.2511-1, 25.2514-3,

25.2518-1, -2, amended; property

interests and disclaimers (TD 8744)

7,20

ocable trust; election (RP 13)24,

Special use value; farms; interest rates
(RR 22) 195

26 CFR 40.0-1(a), amended; 40.6011(a)
—1(a)(2)(iii), 40.5302(c)- 1, amended,
40.6302(c)-2(b)(2)(iii), added; de-
posits of excise taxes (TD 8740)43,

26 CFR 40.6011(a)-1(b)(2)(vi),
amended; 48.4082-5T, removed;
48.4082-5, added; 48.4081-1,
amended; 48.4082-5T, redesignated,;
48.6416(b)(4)-1, removed; 48.6421—
3(d)(2), amended; 48.6427-3(d)(2),
amended; 48.6715-1(a)(3), revised;
48.6715-2T, removed; gasoline and
diesel fuel excise tax; special rules for
Alaska, definitions (TD 8748) 24

Regulations:

26 CFR 31.3121(v)(2)—1, revised:Underpayment interest, interest expense 26 CFR 48.4081-1T, 48.4082-6T

FICA and FUTA taxation of amounts

deduction, estates (RP 15)25

under employee benefit plans (REGyaluation of compensatory stock options

209484-87; REG-209807-95)&)

(RP 34) 1815

26 CFR 31.3221-4, added; exception

from supplemental annuity tax onEXCISE TAX

railroad employers (REG-209769—

through —10T and intermediary sec-
tions, 48.4091-3T, 48.4101-2T, 3T,

48.6427-10T, —11T, added; 145.4052—
1, amended; kerosene, aviation fuel,
heavy trucks and trailers tax (TD

8774) 305

Ad valoremtax, export clause (Ct.D.
95) 41,8 2064) 3
26 CFR 31.6053-1, —4; electronic tip 4) 374

reports (REG-104691-97) 113
Student FICA exception (RP 16) 89

Bows and arrows; taxable and nontaxablgIFT TAX

articles (RR 5) 220 Nonstatutory stock option, transfer (RR

26 CFR 31.6302—1(f)(4), revised: fegDeposit of excise taxes, amendment (No- 21) 18,7

eral employment tax deposite
minimisrule (REG-110403-98) 29,
11

Railroad retirement: rate determinationProposed regulations:

tice 36) 298 _ Qualifying income interest, disposition
Federal excise taxes for consular officers (RR 8) 7,24

and employees, exemption (RR 24)&9, \;3\yation of compensatory stock options

(RP 34) 1815

quarterly beginning April 1, 1998 and 26 CFR 40.0-1T, added; 40.6011(a)-

July 1, 1998 317
Regulations:
26 CFR 1.6045-1T, —-2T, removed

1T, added; 40.6302(c)-2T, added;

deposits of excise taxes (REGJNCONIE TAX

102894-97) 359 Advance pricing agreements, small busi-

1.6045-1, —2, amended; 301.6011-2, 26 CFR 48.4052-1, added; 48.4081-1, ness taxpayers (Notice 10)%,

amended; 301.6011-2T, removed;

magnetic filing requirements for in-
formation returns (TD 8772) 38,

1998-44 |.R.B.

amended; 48.4082-6 through —1@rticle Xl (8) Rev. Proc. (RP 21) &7
and intermediary sections, 48.4091-Automobile owners and lessees (RP 24)
3, added; 48.4101-2, amended; 10,31 (RP 30) 176

23 November 2, 1998



INCOME TAX—Continued
April 1998 (Notice 26) 1814;
May 1998 (Notice 32) 2223;
June 1998 (Notice 33) 230;
July 1998 (Notice 37) 3013;
August 1998 (Notice 44) 34;
September 1998 (Notice 48)
39,17

INCOME TAX—Continued

Below-market loans; exempted loans;
second mortgage loans under the
MAHRAAct (RR 34) 31,12

Books and records; automatic data pro-
cessing system (RP 25) 11,

Business expenses:

Environmental remediation expendi-
tures (RP 47) 338

Underground waste storage tank (RR  tion coverage; HIPAA portability
25) 19,4 (Notice 12) 512

Capital gains and charitable remainder Individual retirement arrangements,
trusts (Notice 20) 125 Roth IRAs (Notice 49) 3&

Classification settlement program: Letter rulings, etc. (RP 4) 113
Extended until further notice (Notice Limitations on benefits and contribu-

21) 15,14 tions (RR 1) 25
Common Trust Funds, unrelated business Minimum Funding Standards (RP 10)

taxable income (RR 41) 36, 2,35
Deductions: Minimum:
When taken: Remedial amendments (RP 42) 98,

All events test; accrued cooperative Net unrealized appreciation; capital
advertising expenses (RR 39) 33,  gains (Notice 24) 13
4 Qualification (Notice 29) 228;
Definition of former Indian reservations CODAs (RR 30) 258
in Oklahoma (Notice 45) 35, Qualification:
Disclosure authorization list (RP 43) 29, Church plans (Notice 39) 331
Distribution of stock and securities of a Recovery of basis; retirees (Notice 2;

INCOME TAX—Continued

Fringe benefits aircraft valuation formula,

first half of 1998 (RR 14) 14;
second half of 1998 (RR 40) 38,

Fuel from a nonconventional source,

credit; section 29 inflation adjustment;
reference price for 1997 (Notice 28)
19,7

Group health plans; COBRA continuaHybrid arrangements, treatment under

subpart F (Notice 35) 2385

Information reporting:

Hope Scholarship and Lifetime Learn-
ing credits (Notice 46) 3@1

Insurance companies:

Differential earnings rate and recom-
puted differential earnings rate for
mutual life insurance companies (RR
38)32,4

Discounting estimated salvage recover-
able (RP 12) 418

Interest rate tables (RR 2) 15

Loss reserves; discounting unpaid
losses (RP 11) &

“Reserve strengthening,” reasonable
interpretation (Ct.D. 2065) 39,

nternational operation of ships and/or

aircraft, United Arab Emirates, 48,

newly formed controlled corporation; 2,22 Interest:
limitations (RR 44) 374 Section 457 model amendments (RP | ) .
Domestic assets/liability and investment  41) 32,7 nvestment .
. e . Federal short-term, mid-term, and
yield percentages (RP 31) ZB, Section 457 ruling program (RP 40) long-term rates for January 1998
Education loans (Notice 7) 34 32,6 9 y

Effective date of consolidated overall for- SIMPLE-IRAs (Notice 4) 225
eign loss provisions (Notice 40) 3B, Technical advice (RP 5) 155
Elections under section 7704(g) (Notice User fees (RP 8) 225
3) 3,48 Enhanced oil recovery credit (Notice 41)
Electronic Federal Tax Payment System: 33,12
Batch filers and bulk filers (RP 32) 17,Environmental cleanup costs; letter
11 rulings (RP 17) 521
Electronic funds transfer; failure to de-Exempt Organizations:
posit penalty (Notice 30) 23, Letter rulings, etc. (RP 4) 113
Employee plans: Organizations excepted from reporting
Administrative programs; closing lobbying expenditures (RP 19) 7,
agreements (RP 22) 171 30
Determination letters (RP 6) 183

Tax consequences of physicians re-

(RR4) 2,18; February 1998 (RR
7) 6,6; March 1998 (RR 11) 10,
13; April 1998 (RR 18) 1422;
May (RR 23) 185; June 1998
(RR 28) 225; July 1998 (RR 33)
27, 26; August 1998 (RR 36) 31,
6; September 1998 (RR 43) 38,
October 1998 (RR 50) 4@,

Rates, underpayments and overpay-
ments (RR 17) 1321; calendar
guarter beginning July 1, 1998
(RR 32) 25,4; calendar quarter
beginning October 1, 1998 (RR

(RP 14) 422 cruitment incentives provided by 46) 39,10

Determination letter requests, remedial  hospitals (RR 15) 15 Inventory:
amendments (RP 53) 49, Technical advice (RP 5) 155 LIFO:

Discrimination; CODAs (Notice 1) 3, User fees (RP 8) 225 Automobile and truck dealers (RP
42 Failure to deposit federal tax; penalty 46) 36,21

Eligible deferred compensation plans abatement (Notice 14) 87
(Notice 8) 46 Foreign partnerships, reporting transfer of
Funding: property by U.S. persons (Notice 17)
Full funding limitations, weighted 11,6
average interest rate for Januforeign tax credit abuse (Notice 543,
ary 1998 (Notice 9) 48; Feb- Form 1040:
ruary 1998 (Notice 15) 9R8; e-file program (RP 50) 3&
March 1998 (Notice 18) 14, On-line filing program (RP 51) 320

November 2, 1998 24

Price indexes; department stores for
November 1997 (RR 6) 4 De-
cember 1997 (RR 9) 6, January
1998 (RR 16) 1318; February
1998 (RR 20) 158; March 1998
(RR 26) 21,4; April 1998 (RR
29) 24,4; May 1998 (RR 35) 30,
4; June 1998 (RR 42) 35, July

1998-44 |.R.B.



INCOME TAX—Continued INCOME TAX—Continued

1998 (RR 48) 39; August 1998
(RR 51) 434
Price indexes; inventory price com-
putation method (RP 49) 39,
Shrinkage estimates:
Changing method of accounting for
estimating inventory shrinkage
(RP 29) 1522
Letter rulings, determination letters, and
information letters issued by Associate
Chief Counsel (Domestic), Associate
Chief Counsel (EBEO), Associate
Chief Counsel (Enforcement Litiga-
tion), and Associate Chief Counsel  opligations of states and political
(International) (RP 1) 17 subdivisions (REG-110965-97) 13,
Lien for taxes; validity and priority against 42
third parties; judgment creditor (Ct.D. 26 CFR 1.195-1, added: election to
2063) 36,13 amortize start-up expenditures
Losses attributable to a disaster during (REG-209373-81) 126
1997 (RR 12) 105 26 CFR 1.356-6, added; reorganiza-
Low-income housing tax credit (Notice tions, nonqualified preferred stock
13) 6,19, (RP 45) 348 (REG-121755-97) 9,3
Low-income housing credit: 26 CFR 1.368-1, amended; corporate
HUD programs (RR 49) 4@, reorganizations, continuity of inter-
Satisfactory bond; “bond factor” est (REG-120882-97) 125
amounts for the period October 56 cER 1.401(a)(9)-1, amended; quali-
through December 1997 (RR 3)&, fied plans and individual retirement
January-March 1998 (RR 13) X, plans, required distributions (REG—
April-June 1998 (RR 31) 28, July- 209463-82) 427
September 1998 (RR 45) 38, 26 CFR 1.408A-0 through -9 and in-
Magnetic media/electronic filing: termediary sections, added; Roth
1998 Forms 1098, 1099, 5498, and IRAS, questions and answers
W-2G specifications (RP 35) 19, (REG-115393-98) 3®4
6 26 CFR 1.417(e)-1 and paragraph (d),
Form 1040NR (RP 36) 230 revised; 1.417(e)-1T and paragraph
Marginal production rates (Notice 42) 33, (d), revised; valuation of plan dis-
12 tributrions (TD 8768) 204
Methods of accounting; involuntary 26 CFR 1.460-6, amended; election
changes (Notice 31) 220 not to apply look-back method de
Package design; amortization; capitaliza-  minimis cases (REG-120200-97)
tion; amortizable section 197 intangible 12,32
(RP 39) 2636 26 CFR 1.469-10, revised; 1.7704-1,
Passive foreign investment companies: added; investment income, passive
Shareholders may use rules of sec. activity income and loss rules for
1.1295-1T(b)(4), (), and (g) to tax- publicly traded partnerships
able years beginning before January (REG-105163-97) &1
1, 1998 (Notice 22) 1A 26 CFR 1.475(g)-2, new; 1.482-8,
Private letter rulings under sections 877, added; 1.482-0, -1, —2, 1.863,
2107, and 2501(a)(3)(Notice 34) 20 1.863-7(a)(1), 1.864—-4, —6, 1.894-1,
Proposed regulations: amended; 1.482-9, redesignated;
26 CFR 1.32-3, added; EIC eligibility global dealing operation allocation
requirements (REG-116608—-97) 29,  and sourcing of income and deduc-
12 tions among taxpayers (REG-—
26 CFR 1.62-2(e)(2), revised; 1.62-2T,  208299-90) 1626
removed; 1.274-5, added; —5T, 26 CFR 1.513-7, added; travel and tour
1.274(d)-1, amended; substantiation  activities of tax exempt organiza-
of business expenses, use of mileage tions (REG-121268-97) 202

1998-44 |.R.B. 25

penses (REG-122488-97) 43,

26 CFR 1.72(p)-1, amended; loans to
plan participants (REG-209476—82)
8,36

26 CFR 1.83-6, 1.1032-2, amended;
1.1032-3, added; treatment of a dis-
position by one corporation of the
stock of another corporation in a tax-
able transaction (REG-106221-98)
41,10

26 CFR 1.141-7, 1.142(f)(4)-1, 1.150-
5, added; 1.141-8, —15, amended;

26 CFR 1.1366-1,

INCOME TAX—Continued

rates to substantiate automobile ex- 26 CFR 1.529-0 through —6 and inter-

mediary sections, added; Qualified
State Tuition Programs (REG-
106177-97) 3733

26 CFR 1.671-4, 1.6049-7, 301.6109—

1, amended; reporting requirements
for widely held fixed investment
trusts (REG-209813-96) 39,

26 CFR 1.702-1, 1.954-1, 301.7701-3,

amended; 1.952-1(b), (c), redesig-
nated 1.954-2(a)(5), (6), 1.954—
4(b)(2)(iii), 1.954-9, 1.956-2(a)(3),
added (REG-104537-97) 18]

26 CFR 1.732-1, amended; 1.732-2,

amended; 1.734-1(e), added; 1.743—
1, revised; 1.751-1, amended;
1.755-1, revised; 1.1017-1, revised,
adjustments to basis of partnership
property and partnership interest
(REG-209682-94) 120

26 CFR 1.864(b)-1; trading safe har-

bors (REG-106031-98) 283

26 CFR 1.925(a)-1, (b)-1, added;

1.927(e)-1, amended; foreign sales
corporation transfer pricing source
and grouping rules (REG-102144—
98) 15,25

26 CFR 1.936-1T, added; termination

of Puerto Rico and possession tax
credit, new lines of business prohib-
ited (REG-115446-97) 3@3

26 CFR 1.985-8, 1.1001-5, added;

conversion to the euro (REG-
110332-98) 3318

26 CFR 1.1092(c)-1, added; equity op-

tions without standard terms, special
rules and definitions (REG-104641—
97) 29,xx

26 CFR 1.1291-1, 1.1293-1, 1.1295-1,

-3, 1.1297-3(c), added; 1.1296-4,
amended; passive foreign investment
company preferred shares, special
income exclusion (REG-115795—
97) 8,33

26 CFR 1.1361-0, amended; 1.1361-1,

amended; 1.1361-1(d)(3), removed;
1.1361-2 through —6 and intermedi-
ary sections, added; 1.1362-0,
amended; 1.1362-2, amended;
1.1362-8, added; 1.1368-0,
amended; 1.1368-2(d)(2), amended;
1.1374-8(b), amended; S corpora-
tion subsidiaries (REG—251698-96)
20,14

-2, removed,;
1.1366—0 through -5 and intermedi-
ary sections, added; 1.1367-0, -1,
amended; 1.1367-3, removed,;

November 2, 1998



INCOME TAX—Continued

INCOME TAX—Continued

INCOME TAX—Continued

1.1368-0, -1, -2, —3, amendedQualified Subchapter S Trust (QSST) 26 CFR 1.446-1, amended; 1.446-1T,

1.1368-4, revised; pass through of
items of an S corporation to its share-
holders (REG-209446— 82) 3B}
26 CFR 1.1397E-1, added; qualified

conversion to Electing Small Business
Trust (ESBT) 1030

Qualified Zone Academy Zone Bonds

(RP) 3,100

zone academy bonds (REG-Real estate transactions (RP 20327,

119449-97) 1035
26 CFR 1.1502-3(c), revised; 1.1502—
4(f)(3), (9)(3), added; 1.1502-9(b)-
(1)(v), added; 1.1502-21(c)(1)(iii),
amended; consolidated returns, limi-
tations on the use of certain losses

and credits (REG-104062-97) B4,

26 CFR 1.6031-1, removed; 1.6031(a)—
1, added; 1.6063-1, amended; part-
nership returns (REG-209322-82)
15,26

26 CFR 1.6038B-1, amended; 1.6038B—
2, added; reporting of certain transfers
to foreign corporations and foreign
partnerships (REG— 118926-97) 39,
23

26 CFR 1.6038-3, added; information
returns for certain foreign partner-
ships (REG-118966-97) 329

26 CFR 1.6046A-1, added; return re-
quirement for U.S. persons owning
interests in foreign partnerships
(REG-209060-86) 398

26 CFR 1.7702B-1, -2, added; quali-
fied long-term care insurance con-
tracts (REG-109333-97) 9,

26 CFR 301.6159-1, amended; agree-
ments for tax liability installment
payments (REG-100841-97)3)

26 CFR 301.6402-5(h), added; —6(n),
revised; tax refund offset program
(REG-104565-97) 321

Regulations:

26 CFR 1.32-3T, added; EIC eligibility
requirements (TD 8773) 28,

26 CFR 1.61-12, 1.249-1, 1.1016-5,
1.1275-1, amended; 1.163-13,
1.171-5, added; 1.171-1, -2, -3, -4,
revised; 1.1016-9, removed; amorti-
zable bond premium (TD 8746) 4,

26 CFR 1.141-0, -2, amended;
1.141-7, -8, removed; 1.141-7T,
—8T, —15T, 1.142(f)(4)-1T, 1.150-
5T, added; 1.141-15, revised; oblig-
ations of states and political subdivi-
sions (TD 8757) 134

26 CFR 1.166-3(a)(3), 1.1001-4,
added; 1.166-3T, 1.1001-4T, re-
moved; modifications of bad debts
and dealer assignments of notional
principal contracts (TD 8763) 15,

26 CFR 1.280B-1, added; building de-
molition, definition of structure (TD
8745) 7,15

26 CFR 1.338-2, 1.368-1, -2,
amended; 1.368-1T, added; corpo-
rate reorganizations, continuity of in-
terest, and continuity of business en-
terprise (TD 8760) 144; (TD 8761)
14,13

26 CFR 1.354-1, 1.355-1, 1.356-3,

amended; reorganizations, treatment

of warrants as securities (TD 8752)

9,4
26 CFR 301.6404-2, added; abatement 5 ~rFR 1.356-6T, added: reorganiza-

of interest (REG-209276-87) 118

26 CFR 301.7433-1(a), (d), (e), and
(f), revised; civil cause of action for
certain unauthorized collection ac-
tions (REG—-251502-96) 24

26 CFR 54.9812-1, added; mental
health parity; HIPAA (REG-
109704-97) 360

Qualified Funeral Trust; guidance (Notice

6) 3,52

Qualified intermediary agreements:

Guidance provided to foreign financial
institutions (RP 27) 1515

Qualified mortgage bonds, mortgage

credit certificates:

Guidance provided regarding use of na-
tional and area median gross income
figures by issuers (RP 28) 154
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tions, nonqualified preferred stock
(TD 8753) 96

26 CFR 1.367(a)-1T, —3, amended;
1.367(a)-3T, removed; 1.367(a)-8,
1.367(b)-1, -4, added; 1.367(d)-1T,
amended; 1.6038B-1, added;
1.6038B-1T; 7.367(b)-1, -4, -7,
amended; certain transfers of stock
or securities by U.S. persons to for-
eign corporations (TD 8770) 24,

26 CFR 1.368-1(e)(6), revised; conti-
nuity of interest requirement for cor-
porate reorganizations (TD 8783) 41,
4

26 CFR 1.411(d)-4, amended; permit-
ted elimination of preretirement op-
tional forms of benefit (TD 8769)
28,4

26

removed; 301.9100-0, added;
301.9100-1, revised; 301.9100-2,
-3, added; 301.9100-1T, —-2T, -3T;
removed extensions of time to make
elections (TD 8742) 5

26 CFR 1.453.11; installment obliga-
tions received from liquidating cor-
porations (TD 8762) 14,5

26 CFR 1.460-0, amended; 1.460-6T,
added; election not to apply look-
back method inde minimiscases
(TD 8756) 124

26 CFR 1.460-6T, removed;
1.460-6(i), (j), added; election not to
apply look-back method ide min-
imis cases (TD 8775) 34,

26 CFR 1.465-27, added; qualified
nonrecourse financing under section
465(b)(6) (TD 8777) 34

26 CFR 1.468A-2, -3, -8, amended;
nuclear decommissioning funds; re-
vised schedules of ruling amounts
(TD 8758) 1315

26 CFR 1.861-18, added; classification
of certain transactions involving
computer programs (TD 8785) 42,

26 CFR 1.904-5(0), 1.904-5T, 1.954—
0(b), 1.954-1, amended; 1.954-1T,
—2T, —9T, added; 301.7701-3(f)(1),
amended; controlled foreign corpo-
ration relating to partnerships and
branches (TD 8767) 18,

26 CFR 1.905-2, amended; foreign tax
credit filing requirements (TD 8759)
13,19

26 CFR 1.925(a)-1T, 1.925(b)-
1T(b)(3)(i), amended; 1.927(e)-1T,
revised; foreign sales corporation
transfer pricing source and grouping
rules (TD 8764) 159

26 CFR 1.927(e)-1T, removed;
1.927(e)(1), added; source rules for
foreign sales corporation transfer
pricing (TD 8782) 415

26 CFR 1.936-11T, added; termination
of Puerto Rico and possession tax
credit; new lines of business prohib-
ited (TD 8778) 364

26 CFR 1.985-1, —5(a), amended;
1.985-7, added; dollar approximate
separate transactions method of ac-
counting (DASTM) to profit and loss
method of accounting, change from
P&L method to DASTM (TD 8765)
16,11
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26 CFR 1.1271-1, 1.1275-1, amended; health parity, interim rules (TD Obsolete (RR 37) 35

debt instruments with original issue 8741) 3,6 Rural airports (RP 18) &0

discount, annuity contracts (TD 26 CFR 301.7623-1, revised;Sales or exchanges:

8754) 10,15 301.7623-1T, removed; rewards for Qualified small business stock (RP 48)
26 CFR 1.1202-0, -2, added; qualified  information relating to violations of 38,7

small business stock (TD 8749) 7, internal revenue laws (TD 8780) 39 Social security benefits under U.S.-

16 14 Canada treaty, recent changes (Notice
26 CFR 1.1290-0, amended; 1.1294—®Relocation payments: 23) 18,9

added; a. 1291-0T, amended; Authorized by sec. 105(a)(11) of HousSpecifications for filing Form 1042-S
1.1291-1T, added; 1.1291-9, ing and Community Development (RP 44) 3211
amended; 1.1293-0, —1T, added; Act, not includible in gross income Spin-off of subsidiary (RR 27) 22,
1.1295-0, —1T, —-3T, 1.1297-3T(c), (RR 19) 155 SRLY notice (Notice 38) 347
added; passive foreign investmenRenewable electricity production credit;Téchnical advice to district directors and
company preferred shares, special calendar year 1998 inflation adjustment chiefs, appeals offices, Associate Chief
income exclusion (TD 8750) &, factor and reference prices. (Notice 27) Counsel (Domestic), Associate Chief
26 CFR 1.1396-1; empowerment zone 18,14 Counsel (EBEO), Associate Chief
employment credit, qualified zoneReorganizations; exchange of securities Couns_el (Enf_orcement thlgatlon)z and
employees (TD 8747) 18 (RR 10) 1011 Associate Chief Counsel (International)
26 CFR 1.1397E-1T, added; qualifiedReproduction of Forms 1096, 1098, 1099Te(r$§ti\2/)elé;?ferential earnings rate for
zone academy bonds (TD 8755) 10, 5498,.and W—2(_3 (RP 37) 26, 1997 (Notice 19) 1324
262(15FR 1.1502-3, —4, —9(a), _21_'_(0)!?9;;'?3'0” of notice deficiency (RP 54)I'imely filing or payment; private delivery

. . .. services (Notice 47) 3B,
(1)(iii), amended; 1.1502— 3T, —4T,Residential rental property, exempt facilir oatment of hybrid arrangements under

—9T, 55T, added; 1.1502—- 23T(b), ty bond (RR 47) 3% subpart F (Notice 11) 6,8
(c), redesignated; consolidated reRulings: Trust, election to treat U.S. person;
turns, limitations on the use of cer- Areas in which advance rulings will not - gomestic trust (Notice 25) 181
tain losses and credits, overall for- be issued: Waiver of period of stay in foreign coun-
eign loss accounts (TD 8751) X3 Associate Chief Counsel (Domes- try (RP 38) 2729

26 CFR 54.9801-2T, amended; tic), Associate Chief Counselwithholding regulations:
54.9801-4T, —5T, revised; 54.9804— (EBEO) (RP 3) 1,100 Effective date of sec. 1441 withholding
1T, redesignated; 54.9806—1T, redes-  Associate Chief Counsel (Interna- regulations amended (Notice 16) 15,
ignated; 54.9812-1T, added; mental tional) (RP 7) 1222 12
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